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too. If its office departments fail in the 
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organization is losing its grip. 
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bottlenecks that can only be reduced by 
hard cash. 
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A Banker’s Diary 


At his press conference last month Mr. Gaitskell appeared in the sympathetic 
réle of a man who had just officiated while two heads were cut off a hydra— 
and who was now rather disconsolately watching them grow 

Success again. When Britain’s (now largely forgotten) Four-Year 

Story ? Plan was formulated just over three years ago, nobody could 
really have foreseen that by 1950 British industrial production 

would have increased by over 40 per cent. above the 1946 level or that 
Britain’s overall external surplus would amount to between £200 and {250 
millions and the sterling area’s dollar surplus to $805 millions in the year. 
Mr. Gaitskell was quite right to designate as a “success story” Britain’s 
achievements in these fields of overall production and external payments— 
fields that did, after all, seem to be the most important ones a short time ago. 

Unfortunately, however, the woof of that success story forms at least 
part of the warp of Mr. Gaitskell’s dirge of difficulties for 1951. In the first 
place, much of Britain’s success in balancing her external payments has been 
due to the policy of stern abstinence, and sterner bargaining, followed by the 
Government departments responsible for bulk purchases of food and raw 
materials. This policy (which, to some extent at least, still seems to be the 
order of the day) must have led in this past year to the depletion of some 
valuable stocks of raw materials while foreign exchange reserves have been 
running up. It has certainly led to alienation of some of Britain’s traditional 
overseas suppliers—and this, in the new sellers’ markets, might mean that 
some of the essential goods on Britain’s shopping list for 1951 will not be on 
offer. Again, Britain’s export achievements since 1946 have been largely due 
to the moral and other pressures exerted on British manufacturers to strain 
every nerve to export as much of their production as possible. Consumer 
resistance to this effort weakened after devaluation, and disappeared altogether 
once worldwide inflation set in after Korea. The result has been that exports 
have broken through to new record levels—and it may be difficult to turn 
some sectors of industry from this now profitable (and formerly patriotic) 
pursuit to the implementation of defence contracts. Finally, though the great 
increase in British production since 1946 must reflect, to some extent, the 
fruits of post-war productive investment, it is clear that its prime cause has 
been the easing of the special strains (in the shape of raw material bottle- 
necks and so on) that the immediate post-war inflation exerted upon industry. 
And it is, unhappily, all too clear that this particular hydra head is now 
growing again fast. 

It also seems probable that in the months ahead the sterling area’s dollar 
surplus will deteriorate somewhat from the high levels lately attained. As 
our usual table on page 112 shows, in the last quarter of 1950 this surplus 
amounted to the extraordinary figure of $398 millions. It is believed that 
about $290 millions of these dollars came in in October, about $60 millions 
in November and about $50 millions in December. This downward trend 
of the estimated surplus, however, is not as alarming as it sounds. There is 
reason to suppose that throughout this period the current dollar surplus 
remained fairly steady at the rate of about $90 millions a month. During 
October, however, some $200 millions of dollar capital (together with a similar 
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spate of non-dollar capital) may have flowed into Britain as American and 
other importers, who feared an appreciation of the pound, bought sterling in 
advance of needs; during the next two months some $70 millions of this 
accumulated sterling may have been used for current supplies. if these 
estimates are correct, there may have been about $130 millions of “ water” 
in the gold reserves at the end of the year; this must be expected to drain off 
in the months to come. It will be noted, too, that Britain received approxi- 
mately the same amount of Marshall Aid ($146 millions) in the fourth quarter 
of 1950 as in the third. Although Marshall Aid has been suspended, there was 
some $170 millions still passing through the pipelines towards the gold reserves 
at the end of the year; most of this will become available in 1951, although 
at a steadily diminishing rate. Unless the future rate of dollar imports is 
cut through non-availability of supplies (in which case Britain will be heading 
for a very different sort of crisis), it is probable that the curve of dollar surplus 


has temporarily passed its peak. 


Any doubts about the intensity with which the United States is reacting to 
events in the Far East will have been swept away by President Truman's 
budget message to Congress. The amount to be spent by the 

America Federal Government in the financial year ending on June 30, 

Strips 1952, will be $71,594 millions, a figure that compares with 
for an estimated $47,200 millions for the current year and that 

Defence —_ exceeds any previous level of expenditure in time of peace, 

The new budget is utterly dominated by defence expenditure, 
The outlay on defence mobilization proper is expected to be $41,421 millions, 
wh le the amount set aside for military and economic assistance to foreign 
countries is $7,112 millions. These two items alone exceed the total estimated 
expenditure for the current year. Revenue for the year 1950-51 is expected to 
bring in $44,500 millions, but some measures have already been taken to 
raise taxation and on the basis of existing taxes the revenue for the coming 
year would be $55,100 millions. The gap between this figure and the estimated 
expenditure of 3 1,594 millions for 1951-52 measures s the fiscal effort that the 
United States will have to make if some semblance of equilibrium is to be 
maintained in the national accounts. Details of the tax proposals have still 
to be divulged, but President Truman indicated in his budget statement that 
he would ask for between $16,000 millions and $20,000 millions in new tax 
revenues. Even now the budget is running at a slight deficit and the public 
debt will have increased from $257,400 millions to about $260,000 millions 
in the financial year ending on June - 30 next. The additional taxation required 
if the cold war is to be financed on a “ pay as you go””’ basis will therefore 
involve a severe tightening of the screw. 

The shape of economic mobilization in the United States has also begun to 
crystallize during the past months. An Office of Defence Mobilization has 
been set up, a small high-powered body, headed by an eminent industrialist, 
Mr. Charles E. Wilson, who won his spurs in a comparable job during the last 
war. Under him comes Mr. Eric Johnston’s Economic Stabilization Agency, 
with wide powers to control prices, regulate wages and salaries and ration 
scarce goods; the E.S.A. is about to ‘bring into operation a general price 
‘ freeze ”’ affecting eight million individual items and imposing severe restric 
tions on any wage increases. Another part of the planning machinery is 
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National Security Resources Board with Mr. W. Stuart Symington as its 
chairman. This body is directly responsible to the President and had, prior 
to the appointment of Mr. Charles E. Wilson, taken steps for the compulsory 
allocation of scarce commodities, including natural rubber and aluminium; its 
exact position in the new constellation dominated by Mr. Wilson has not yet 
been defined, but though Mr. Symington is likely to remain one of the advisers 
of the President, his organization as such is likely to become subservient to 
the Office of Defence Mobilization. Yet another new body is the National 
Production Authority headed by Mr. William H. Harrison. This has power 
to control production through allocations, requisitioning of plants and indirectly 
through the approval of loans from the Federal Reserve Banks and the Recon- 
struction Finance Corporation; any contract to which it gives a so-called 
“D.0.” (Defence Order) priority must go to the head of any queue for scarce , 
materials and factory space. The structure of mobilization is thus taking 
shape, but it would be courting illusions to assume that it has already slipped 
into high gear and that a powerful and well-equipped machine is now purring 
smoothly. What can, however, be claimed is that American industry, irres- 
pective of these new controls, is leaving all previous records of output far behind. 


THE three strands of international discussions on scarce materials—those con- 
ducted within the frameworks of the Organization for European Economic 
Co-operation, of the Anglo-American committee set up after 
Scarce the Truman-Attlee talks, and of the Organization of American 
Commodities States—were joined together last month into a single 
agreement announced simultaneously in Paris, Lond n and 
Wash ngton. This agreement provides for the setting up of an international 
organization representing the United States, Great Britain and France. It is 
proposed, however, that this organization should have no greater power than 
that of convening “commodity groups’ representing the Governments of 
both producing and consuming countries throughout the free world; the 
membership of each group will be drawn from those Governments that have 
a substantial interest in the particular commodity to be discussed. These 
groups will make recommendations to the Governments represented on the action 
to be taken to expand production, conserve supplies and achieve the most 
effective distribution of available supplies of each commodity. Each recom- 
mendation will have behind it the authority of the Governments concerned, 
but not that of a central body to which supra-national powers will be delegated. 
This dec:sion implies that earlier ideas for establishing joint boards on the Lnes 
of hose that operated in World War II have now been abandoned. The 
number of countries to be consulted, the fact that many of them belong neither 
to O.E.E.C., N.A.T.O., nor O:A.S., and the absence of. effective allied control 
over merchant shipping and distribution have put these ambitious ideas out 
of court. The first three groups to be convened will be concerned respectively 
with sulphur, cotton and non-ferrous metals other than tin. It will be seen 
that in each of these the United States is the dominant country, whether as 
producer or holdcr of the available reserves. This means that in its first trial 
of strength the new organization should at least have the advantage of forceful 
direction from the United States backed by the most effective power of sanction, 
that of denying supplies to any recalcitrant. 
Within each country some progress has been made in organizing the 
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domestic mechanism for allocation of scarce materials. In Britain the first 
important step was the announcement by the Minister of Supply that as from 
February 1 the use of zinc, copper or brass would not be allowed in the manu- 
facture of a long list of consumer goods. In view of the harsh impact that this 
order would have on certain industries, it was subsequently decided that the 
statutory order would be delayed to March 1. It has been further announced 
that firms will have until July 1 to use up existing stocks of metals and com- 
ponents. It would be easy to interpret this concession in terms of a retreat 
from the harsh realities of the defence programme. The possibility of appre- 
ciable unemployment in the industries concerned undoubtedly played some 
parc in modifying the Government’s attitude. Nevertheless, it is arguable 
that the general interest will be best served by a somewhat smoother transition 
into the economics of shortages than would have been provided under the 
harsh guillotine applied by the original Ministry of Supply order. 


THE free market price of gold and the official price of silver have both r-sen 
appreciably during the past month. The free market price for gold, which in 
the latter part of 1950 had fallen as low as $38} per ounce, 
Gold touched $45 in January. Though it has since fluctuated 
and Silver appreciably, it has retained the greater part of this advance. 
Prices The demand for gold has been worldwide and has been accen- 
tuated by events in the Far East and the prevailing sense of 
political uncertainty. The extent of that demand may be measured by the 
fact that the sharp rise in prices has occurred although available supplies in 
the free markets are now being fed from so-called fabricated South African 
gold at the rate of about 400,000 ounces a month. This is the gold that the 
International Monetary Fund has reluctantly agreed may be manufactured in 
South Africa and sold at whatever price it can fetch in the free market. This 
use of newly mined South African gold accounts for well over a third of the 
current production of that country and is now becoming one of the main 
sources of profit to the gold-mining industry. The fiction that it is intended 
for industry and the arts is thinly veiled. Much of this gold, which is sent to 
Switzerland for the manufacture of watches and jewellery, is in fact remelted 
into small bars and sold in the Zurich market. Another source of supply to 
the free markets has been the sale of coins by the Bank of France; these sales 
are even more difficult to reconcile with International Monetary Fund ortho- 
doxy than are sales of “ fabricated ” South African gold. The biggest turn- 
over of free market gold now takes place in the Middle East. Recent pro- 
ceedings against smugglers in India have shown that much of the gold changing 
hands makes its way illegally—and by devious routes—to India and Pakistan. 
Tangier has also become a more active market. One of the local banks is 
developing a new type of business by the issue of gold certificates. These 
certificates have promptly become a popular medium for dealing in gold. 
The main feature of the silver market in January was the sudden rise, from 
80 cents to go cents per ounce, in the price of imported silver in New York. 
Foreign sellers in New York suddenly refused to part with any silver at any 
price less than that which the U.S. Treasury is compelled by law to pay for 
domestic silver; after a few days of hesitation, during which no price was 
fixed in New York, the quotation for imported silver was adjusted to that for 
domestic metal. In London the price fixed by the Bank of England for silver 
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sold to essential industrial users was automatically adjusted to the rise in 
the dollar price, and rose from 70d. to 784d. per fine ounce for both spot and 
forward. 


SHAREHOLDERS of two of Australia’s largest and oldest banks, the Union 
Bank and the Bank of Australasia, will this month be asked to approve a new 
scheme for their long-expected merger. The scheme provides 


Two for equal treatment between the shareholders of the two 
Bank undertakings and for the transfer of both banks’ assets and 
Mergers liabilities to a new ‘‘Australia and New Zealand Bank Limi- 
ted’’; arrangements have been made to ensure that no 


additional income tax liability will be imposed by the merger on any share- 
holder, whether in Britain, Australia or New Zealand. It is proposed that 
the new bank should be registered under the United Kingdom Companies Act 
(which means that the Bank of Australasia will have to give up its century-old 
Royal Charter). The Hon. Geoffrey Gibbs, the present chairman of the Bank 
of Australasia, has been invited to be chairman of the new bank, with Colonel 
A. T. Maxwell, at present chairman of the Union Bank, as his deputy. 

Ever since these two banks were founded, very nearly simultaneously, in 
the 1830s, their business has been complementary rather than competitive. 
It is clear, in fact, that only a series of accidents has held up their union 
until now. Before the war, the Bank of Australasia was loth to give up its 
Charter. After the war, negotiations were resumed and had reached a suffi- 
ciently advanced stage for a public announcement of their impending betrothal 
to be made in February, 1947. This scheme, however, was suddenly frozen 
in August, 1947, when Mr. Chifley announced his intention of nationalizing all 
trading banks in Australia. Then, when the projected Nationalization Act 
was declared unconstitutional, certain legal difficulties (especially about stamp 
duties and taxation) caused the two banks to defer their union. 

Throughout this period, however, the forces driving towards a merger have 
been growing ever stronger. The latest balance sheets of the two banks show 
that the assets of the Union Bank rose by nearly £40 millions to £176 millions 
in the year to August 31 and those of the Bank of Australasia by £34 millions 
to {171 millions. The national income of Australia is now increasing at a 
faster rate than that of any other country in the world and this increase is 
bringing with it a demand for specialist banking services and accommodation 
of a sort that can most easily be provided by a large institution; since the 
new Australia and New Zealand Bank is likely to be second only to the Bank 
of New South Wales on the Australasian continent, it will be well fitted to help 
in meeting these needs. The present heavy demand for banking services in 
Australia means that few economies can be expected from closing down redun- 
dant branches (so that there should not be any adverse repercussions on staffs), 
but it means, too, that the new bank will be able to derive economies from 
co-ordinating its building programme in newly developing areas. 

Another bank merger—though a small one—announced last month— 
is notable because it affects deposit banking in Britain. Martins Bank has 
absorbed the 82-year old British Mutual Bank by a share exchange involving 
155,054 new {1 fully paid shares of Martins. The British Mutual, which has 
two branches in central London, has expanded notably in the last ten years 
and its assets total nearly £3,000,000. 
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THE Institute of Bankers in Scotland has issued an admirable report on the 
conference on ‘‘ Education and Training in Banking ”’ organized jointly by 
the Scottish and English Institutes at St. Andrews last 

Education September. The report outlines the main points made in 

in twenty separate lectures and in the general d-scussions that 

Banking followed each of them. In its early stages the conference 

discussed the “educational background’’ to banking; it 
ploughed through a detailed discussion of the effect of recent Education Acts, 
of national service and of the tendency for boys to stay longer at school, and 
then made a tentative approach to the thorny problem of recruitment from the 
universities. Perhaps one of the most interesting points that emerged at this 
stage was a calculation by Mr. J. R. Cuthbertson, staff manager of the Royal 
Bank of Scotland, that one out of every two to three boys recruited henceforth 
will eventually be required to fill a managerial or equivalent position; set 
beside recent complaints about the difficulty of enlisting sufficient recruits of 
the right type, this calculation provides food for thought (and a strong case 
for wider advertisement of the young bank clerk’s prospects). 

From problems of recruitment, the conference turned to a survey of the 
special internal training schemes set up since the war by many of the larger 
banks. Examples were given of the syllabuses now current in some of these 
schemes—those for new entrants, for “‘ intermediate ”’ staff preparing for first 
promotions to positions of responsibility, and for potential managers. It was 
clear that the weight of opinion at the conference was quite preponderantly 
in favour of these schemes and it was felt that no insuperable obstacle stood 
in the way of the development by the smaller banks of satisfactory training 
departments commensurate with the number of their staffs. Finally, the 
conference turned to the work of the Institutes themselves. Here the examina- 
tion system came in for more plaudits (and fewer brickbats) than usual, 
although it was widely argued that preliminary examinations (i.e. those 
usually taken between the ages of 16 and 18) should not be set on too high a 
standard and should be used to weed out only the obvious misfits. It is clear 
that this was a live and successful conference, which raised many problems of 
great interest to the banking profession—and pointed the most sensible way 
to solution for not a few of them. 


On February 12, 1851, a Mr. Edward H. Hargreaves of New South Wales 
struck gold at Summerhill Creek—and changed the course of Australia’s 
history. On the centenary of his good fortune, the Governors 

Central of nine (or possibly ten) Commonwealth central banks will be 
Bankers — gathered at Sydney, which is also currently celebrating the 

in fiftieth anniversary of Australia’s Federation. The Governor 
Australia of the Bank of England left for Australia this month on the 
first stage of a tour that will take him round the world before 

the end of March. Other central bank Governors expected in Sydney for the 
centenary celebrations are Dr. H. C. Coombs of the Commonwealth Bank of 
Australia; Dr. H. M. de Kock of the South African Reserve Bank; Mr. E. ©. 
Fussell of the Reserve Bank of New Zealand; Sir B. Karna Rau of the Reserve 
Bank of India; Mr. Zahid Hussain of the State Bank of Pakistan; Mr. John 
Exter of the Central Bank of Ceylon; and Dr. Joseph Brennan of the Ce ntral 
Bank cf Ireland. Mr. Graham Towers of the Bank of Canada may also attend. 
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Lapse in Monetary Policy ? 


N the sphere of money and credit, the year 1950 stands in depressing contrast 
[« its predecessor. Twelve months ago it seemed that 1949 would rank in 

the annals of monetary history as the year that marked the end of the long 
phase of war-generated credit expansion—a year in which net bank ¢ leposits 
rose by only £51 millions, easily the smallest annual rise since 19: 38. Now it 
seems that this experience will prove to have been a mere pause in a seemingly 
endless process. Scarcely had the healthy influences of disinflationary budgeting 
and restraint in monetary policy succeeded in inducing a reasonable equilibrium 
than new forces supervened to promote a renewed expansion. 

In 1950, as the accompanying tables show, the net deposits of the London 
clearing banks have risen on balance by £136 millions, to a new peak of £6,100 
millions. This is not in itself an extravagant movement: the proportionate 
increase of 2} per cent. is appreciably less than the year’s increment of indus- 
trial production (the gain in which was between 8 and g per cent.), and the 
actual increase was the smallest, apart from 1949, in the whole decade and more 
of expansion. The trend during the year, however, was much more disquieting 
than the net movement suggests. The first five months of the period were 
marked by a quite abnormally rapid contraction of credit ; net deposits dropped 
by no less than £315 millions, compared with a decline of £224 millions in the 
similar months of 1949. Thereafter, this relationship was violently reversed: 
in the ensuing five months (to mid-October) deposits leapt by £357 millions, 
the fastest rate of credit expansion since the Daltonian phase of 1946 and 
double the rate for the corresponding months of 1949. 

Although the comparison was less adverse in the closing months of the 
year, this deteriorating trend has led many people to fear that even more 
extravagant credit expansion may occur when defence spending gets into its 
stride. That, of course, is not an inevitable consequence of the defence burden. 
Whether it happens will de pend partly upon the degree of courage and realism 
that the Government brings to bear in shaping a budget that needs to be 
austere. It will also depend upon whether it is willing to concede that monetary 
policy, as distinct from budgetary policy, has a part to play in the general 
process of restraining the excessive demands upon the national economy. In 
this context, City observers have lately found particular grounds for disquiet ; 
the credit trends of recent months have been regarded as evidence that the 
authorities have already thrown to the winds the more cautious principles of 
monetary policy and management that they learnt, rather laboriously, during 
the phase of adjustment after the Daltonian fiasco. 

The pessimism on this particular score may, however, be premature. The 
cross-factors working upon the credit position in the past year have been so 
large and so complex that it is more than usually easy to jump to false con- 
clusions from a cursory examination. It can hardly be doubted that there has 
been some softening of monetary policy. But a careful survey of the available 
evidence (it is, as usual, inadequate evidence, because of the obscurity that 
surrounds all official de alings i in the gilt-edge d mz irket) suggests that there is 
no ground yet for assuming that there has been any reckless or wide departure 
from the principles followed since the collapse of the Dalton experiment. 
This, it should be emphasized, is a tentative conclusion; it may have to be 
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modified when fresh evidence comes to light. 
carry with it any suggestion that a different and more restrictive 
policy would not have been preferable ; 
one that will be examined separately in a subsequent issue of THE BANKER, 
For the present, when considering the popular proposition that there has been 
a sudden departure from principles of restraint previously followed, and a 
plunge towards expansionism, it is important not to overrate the intentions of 
It must be recognized, in particular, that the authorities 
have never given any sign of intent to use control over the volume of money 
all the evidence confirms that 


those principles. 
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Moreover 


as a positive instrument of economic discipline ; 


the principles evolved in the post-Dalton phase were designed to ensure a 
neutral policy, in which the monetary trends would conform to the pattern set 
by budgetary policy and by the other instruments (such as control of invest- 
ment and of imports) of economic policy in its wider sense. 
short, was chiefly to avoid the errors of the Dalton phase, in which monetary 


CLEARING BANKS: 


Deposits oe 
“* Net” Deposit 


Cash 


Money MAt. Assets 
Call Money .. 
Bills .. 


peo 7 


Invests. and Advances 
Investments 
Advances 


1943 
+ 403 
+ 386 


+r 32 
“ 56 
+ 9 
—- 65 
+ 411 
a 4 
+ 33 


1944 
+ 513 


£. 519* 


78 


+ 62 
+ 48 
— 24 
+ 360 
+ 22 
+ I! 
+ II 


TABLE I 
CHANGES IN 
(£ millions) 


+ 
- 


+ 


+ 
ah. 


l 
+ 


of. 


+ 


1945 
395 
291 


36 
276 
54 
144 


130 
69 
61 


1946 
+ 836 
+ 779 


wane 4 


+ 421 
+ 180 
+ 241 
+ 36 
+ 359 


- 193 
+ 166 


1947 
+ 249 


+ 243 


} > 
t - 


+ 231 
+ 48 
+ 183 


/ 


§ 


& Ww 
wn 
an 


nN 


wn 


+ 2 


* Peak of war-time credit expansion. 


ANNUAL PERIODS 


1948 
+ 265 
+ 231 


+ 109 


+ 768 


= 4 
+ 172 


1949 
— 2 
+ 


+ 30 
+ 454 
+ 86 
+ 368 
— 604 
+ 179 
> 
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, 1t does not, of course, 
monetary 
that is a quite separate question, and 


The objective, in 


1950 
+ 106 
+ 136 
mck 
+ 32! 
+ 2 
+ 299 
— 338 
+ Ij] 
+ 16 
+ 121 


policy was working in a direction precisely opposite to that set by economic 


policy as a whole. 


In other words, given such an objective, monetary trends 


might be expected to reflect the weaknesses of the wider policies, and monetary 
policy would not of itself be used to correct these weaknesses. 
These principles can, in fact, be traced very clearly in the monetary expen- 


ence of the past year. 


The unfavourable contrast between the monetary 


trends of 1950 and of 1949 is, to a very large extent, the counterpart of the 
favourable contrast in other spheres—notably, of course, the sharp swing in 
Britain’s external balance of payments from a position of slight overall deficit 


in 1949 to one of large surplus n 1950. 


This change has been overwhelmingly 


the most important influence upon the domestic credit situation, especially 
since the middle of the year—much more important than the direct effects of 


the launching of the new Western defence effort, 


important even than its indirect effects. 

An improvement in the external balance of payments operates upon the 
banking position by increasing the Government’s need for finance. 
large part of Britain’s estimated overall surplus on current account of £200 


to £250 millions in 1950 will have been represented by official purchases of 
gold (including gold settlements by E.P.U.), by reductions in externally-held 
sterling balances (formerly lent to the Treasury, mainly against Treasury 
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bills) and by official lending to overseas monetary agencies (e.g. the gold-free 
rtion of Britain’s gross lendings to E.P.U., plus the grant known as the 
“initial debit ’’). Except to the extent that other countries’ current deficits 
with Britain may have been financed by a reduction in sterling balances held 
with commercial banks, the whole of the strain of providing the sterling 
counterpart of Britain’s external surplus will have fallen, directly or indirectly, 
on the Treasury. Conversely, in 1949, the Treasury will, on the same assump- 
tions, have secured £38 millions (the amount of the overall deficit then) of 
additional finance from overseas sources. Thus, as between the two years, 
this factor alone—the external balance on current account—will have increased 
the Government’s need for domestic finance by between £238 and £288 millions. 
This, it will be noted, is a much bigger difference than the £85 millions by 
which the 1950 growth in net bank deposits surpassed their growth in 1949. 

Moreover, the Government’s need for finance will have been further 
increased by the flow of foreign funds to London during the autumn, when 
rumour was toying with the idea that sterling might be revalued. Unless the 
sterling thus acquired by foreigners came from existing deposits at commercial 
banks, most of it will have had to be provided by the Treasury, either against 
purchases of gold (e.g. from the United States or E.P.U.) or by redemptions of 
British Treasury bills held by overseas monetary authorities (to enable them to 
sell sterling to their nationals) or by credits to such authorities (e.g. through 
E.P.U.). In 1949, by contrast, the British authorities must have been gaining 
finance through the reverse of this process, for in that year there was a net 
outflow of funds (despite the reflux that occurred in the three months after 
devaluation). 

When allowance is made for these factors, there is clearly no need for surprise 
at the steepening of the rise in bank deposits, either as between 1949 and 1950 
or as between the two halves of 1950. On the contrary, if there is room for 
surprise, it is that the steepening was not more pronounced—on both com- 
parisons, since the main impact of the external influences was concentrated 
into the second half of last year. 

During the first half of the year, as already noted, net bank deposits 
declined by £224 millions, despite the fact that bank advances were rising 
very fast (by £125 millions) while investment portfolios declined only slightly. 
Thus the volume of credit re presented by other assets declined by no less than 
£334 millions, a decline that approximately measures the extent to which the 
Government was reducing its indebtedness to the banking system. This 
reduction was of the same order of magnitude as the apparent surplus of sterling 
that accrued to the Government during the half-year. Allowing for net 
receipts on Exchequer account (‘‘ above” and “ below”’ the line), for net 
outgoings on tax certificates and small savings, for receipts from the National 
Insurance Fund, for the increase in the active note circulation, and for the 
finance required by the half-year’s surplus on the balance of payments, the 
Treasury’s indicated cash surplus would have been about £370 millions—or 
some {36 millions more than its apparent repayments of indebtedness to the 
banks. 

During the second half-year, almost every one of these relationships was 
reversed. Net bank deposits rose by no less than £360 millions, despite the 
fact that the growth in advances was checked by the very large repayments 
made from the proceeds of the spate of new issues (especially, of course, the 
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big Electricity issue). Advances actually fell by £4 millions in the half-year; 
investments rose by £30 millions. Very roughly, therefore, it can be said that 
£334 of the new credit was created, directly or indirectly, for Government 
account. Large though these indicated Gov ernmental borrowings were, they 
are very little larger—and may have been less—than the Government's 
apparent requirements for the strictly normal purposes listed above. If 
account is taken of the same factors as those reckoned when calculating the 
apparent cash surplus for the first half-year, it will be found that in the second 
half there was a cash deficit of no less than £300-350 millions (the spread in 
the estimate here is due to uncertainty about the extent of the surplus on the 
external balance of payments). Even if the cash deficit were no more than 
£300 millions, the excess of borrowings from the banks (£34 millions) would 
certainly be very much less than the net inflow of external funds to London 
during the half-year. If the amount of this inflow involving official provision 
of finance (in the manner already explained) were put at £80-100 millions, 
surely a moderate estimate, the authorities would appear to have borrowed 
from the banking system some {50-120 millions less than they needed, on the 
above reckoning. 


TABLE II 
CLEARING BANK AGGREGATE FIGURES 
(£ millions) 


At December 31 Average of Months 
1938 1949 1950 1938 1949 1950 
Deposits , es a 2253.9 6201.9 6308.2 2277 5974 6015 
* Net“ Deposits* .. av 2188.0 5963.9 0100.0 2217 5772 5811 
Cash ‘ i es me 243.4 531.6 540.1 241 496 497 
Money Market Assets ‘i = 409.8 1679.8 2000.6 431 1424 1848 
Call Money ws ae 159.5 570.8 592.2 151 510 50 
Bills... a , 250.3 1109.0 1408.4 280 914 1298 
Treasury Deposit Receipts ~ — 793.0 455-5 — 983 430 
Investments plus Advances S- 1601.3 3034.9 3272.7 1613 2945 3108 
Investments .. re 3 635.0 1512.1 1527.7 637 1505 1505 
Advances ou8 ae 966.3 1522.7 1644.1 9706 1440 1603 
*After deducting items in course of collection. 


This reckoning, however, has deliberately left out of account one very 
large unknown—the net outcome of the big gilt-edged operations that were 
taking place throughout the year. An alternative method of reckoning would 
have credited the Government, in the first half-year, also with the whole 
£100 millions of cash received from the issue of 24 per cent. Funding Loan, 
1956-61, in June, and would have debited it with the £52 millions of. uncon- 
verted 1? per cent. Exchequer Bonds repaid in February; in the second half- 
year, it would have credited it with the £250 millions of 3 per cent. Funding 
Loan offered for cash in November. This, however, would have been quite 
unrealistic, because the quantitative effect of these issues, as such, was probably 
much less than the total effect of official open market operations—both in the 
new issues and in securities flowing to and from official portfolios of other 
securities. For example, the first issue probably yielded hardly any net cash 
at the outset, because the authorities had to absorb large quantities of the 
1949-51 bonds and others that were promptly offered in consequence of their 
conversion announcement; similarly, in November, the departments probably 
took up themselves some 80 per cent. of the Funding Loan issue offered for 
cash. The only way of avoiding the snares that these uncertainties set for 
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the analyst is to make no distinction, when examining credit trends, between 
cash secured directly from a new issue and cash secured by sales from portfolio. 
These operations, considered as a whole, may then be regarded as accounting, 
in principle, for any discrepancies between the above pairs of estimates of 
apparent cash surpluses (or deficits) and apparent repayments (or borrowings). 

On this basis, and from the figures already given, it would appear that in 
the first half-year the authorities on balance added moderate ly to their port- 
folios of marketable securities (because their apparent cash surplus exceeded 
repayments to the banking system by an estimated £36 millions), whereas in 
the second half-year they were net sellers on a more substantial scale (because, 
after allowing for the financing of an inflow of some {80-100 millions of foreign 
capital, their apparent cash deficit exceeded their apparent additional borrow- 
ings from the banking system by £50-120 millions). For the year as a whole, 
as Table I shows, the increase in advances and the much smaller rise in invest- 
ments were each somewhat less than the corresponding movements in 1949; 
but it will be seen that these two items together accounted for the whole of 
the expansion of net deposits. In other words, the presumptive amount of net 
Governmental borrowings during the year was nil, a much better result than 
might have been expected, given the large increase in credit strain imposed by 
the two sets of external factors—on current and on capital account. One reason 
for this was the large surplus that the Exchequei enjoyed on its normal “ above” 
and “ below ”’ line accounts, taken as a whole, during the calendar year—a sur- 
plus reflecting the heavy intake of revenue in the first three months of the period 
and the unexpected shortfall of expenditure below estimate in the first three- 
quarters of the current fiscal year. This shortfall is not, however, a matter for 
either congratulation or consolation; most of it is almost certainly attributable 
to the heavy drafts that have been made on stocks held by the Ministry of 
Food. Since the Excheque r accounts are compiled on a receipts-and-payments 
basis, the resultant “‘ savings ’”’ are indistinguishable there from any genuine 
economies in expenditure. , 

In addition to these influences (which are, of course, embraced in the 
computations of apparent cash needs already given), there has been the effect 
of monetary policy as exerted through the official operations in the gilt-edged 
market. The net conclusion that emerges is that, both in the first and the 
second half-year, these operations acted as a moderate brake upon the sweeping 
effects exerted by other credit factors. In the first half, the strong impetus 
towards a contraction of credit was slightly reduced by an official net intake 
of securities ; similarly, in the second half, the even stronger impetus towards 
credit expansion was somewhat more noticeably countered by official net 
sales of securities—though the selling was apparently on a much smaller scale 
than the amount of the formal cash issue of securities made in November. 
Over the year as a whole, the opposite movements of the two half-years seem 
to have resulted in a mode rate net sale of marketable securities—but one very 
much smaller than the net £300 millions ostensibly released by the three formal 
operations (the issues of £100 millions and £250 millions for cash in June and 
December respectively, minus the {52 millions of Exchequer Bonds redeemed 
in February). It should be emphasized that these conclusions are based on 
what is probably a moderate estimate of the effects of the capital inflow; if 
these effects have been under-estimated, the indicated net sales of securities 
during the year would be correspondingly larger. 
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In any appraisal of monetary policy in its quantitative aspects, in a phase 
such as this, one further consideration needs to be borne in mind. If an inflow 
of foreign funds takes the form of the acquisition of bank deposits that are 
kept idle, these deposits can for the time being be left out of the reckoning in 
any assessment of the inflationary consequences of credit expansion. To this 
extent, it is not unreasonable for the authorities to allow the total volume of 
credit to expand correspondingly ; indeed, it is worth recalling, in this context, 
that in the pre-war years Lord Keynes took them to task for sot allowing such 
an expansion, complaining that in such circumstances a stabilization of the 
total volume of deposits involved a dangerous deflation of domestic-owned 
deposits. If the same line of reasoning were applied now, and if the whole net 
inflow of foreign funds were assumed to be held in the form of deposits, a 
rather remarkable conclusion would emerge. It would then be seen that the 
increase in total net deposits understated the increase in domestic deposits in 
1949, but more substantially overstated it in 1950; indeed, if due allowance 
could be made for these differences, the true increase in domestic deposits 
would probably be found to have been less in 1950 than in 1949. 

For these various reasons, it can be concluded—admittedly upon imperfect 
evidence—that the quantitative effects of recent monetary policy do not 
support the charge that there has been any radical departure from previous 
principles, or any sudden switch towards expansionism. This static and 
quantitative analysis, however, tells only part of the story, and conceivably 
the less important part. Although throughout the period, and especially in 
recent months, the public has been showing a keener appetite for goods and 
an increasing distrust of money, investors have rather paradoxically been 
showing an increasing confidence in gilt-edged securities—in defiance of all 
the evidence that the consequence, first, of the unexpectedly big surplus on 
the external account and, secondly, of the mounting needs of the arms pro- 
gramme must be a new and graver disequilibrium in the nation’s overall 
capital account. If the aim of achieving a neutral monetary policy did not 
proceed, as it seems to proceed, by mere rule-of-thumb based on quantitative 
factors, the authorities would regard such a conjuncture as this as a danger 
signal—more particularly when, as recently, a rising impetus in equities has 
been added to the portents of troubles ahead. Though it be true that the 
volume of domestic deposits has not r’sen any faster than in 1949, it is un- 
deniable, as the figures of bank clearings show, that the effective money supply 
has been very considerably enlarged. This speedier turnover of money has 
been fac litated by the appetite of many institutional investors for securities 
and by their readiness to exchange buoyant short-dated securities for those of 
medium and longer dates—an appetite that could have been satisfied, without 
any such adverse repercussions, had the authorities themselves seen fit to be 

little more open-handed in their own releases of securities in the face of 
market strength. 

All recent experience tends to confirm that the prime objective of recent 
policy has been merely to avoid the mistakes of the past—of the Dalton phase. 
The lesson learned then was that it is dangerous to resist a fundamental trend in 
the gilt-edged market—a downward trend. In every period of pressure since 
early 1947, the authorities have been careful to avoid repeating that classic 
error—even to the point of provoking criticism. But they also seem to be 
applying virtually the same principle to what is conceived to be the opposite 
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condition: when markets are rising, and investors’ confidence is mounting, 
they are very reluctant to put on the brakes—even though the confidence may 
be misplaced and the consequences undesirable. Even within the limits of a 
“ neutral’ monetary policy they could do better than this. Perhaps their 
failure to act more constructively springs from imperfect understanding—or 
diagnosis, always difficult in the short period—of the factors at work. But 
whenever a situation of this nature develops, it will always arouse the suspicion 
that they have first in mind the narrower interests of the Treasury as a bor- 
rower, aS distinct from its prime rdéle as custodian of the nation’s economic 
health. On two occasions this year, the terms of new issues have given hostages 
to fortune; the B.E.A. loan and the Funding Loan of last November were both 
cast in a form that made it virtually certain, beforehand, that the bulk of the 
issue would have to be taken up by the “‘ departments ’’. In the first instance, 
by chance, the gamble came off, and the stock was subsequently re-sold. 

Tactics of this sort, which seek to capitalize instead of to restrain any 
market boomlet, however irrationally caused, cannot be squared with the 
objectives of a neutral monetary policy, properly conceived. If the basis of 
such a policy is that monetary weapons must never be brought to bear to 
redress the mistakes or miscalculations of wider policy—and that seems to be 
the underlying premise—then it is more than ever necessary that monetary 
tactics should be strictly circumspect. The official miscalculation this year— 
it was one that THE BANKER, among other commentators, foresaw and duly 
noted—was that the external surplus would be no more than £50 millions. 
Given the principle that monetary policy, as such, should not be used to 
neutralize the extra inflationary effects caused by the fact that the external 
surplus was much larger than the authorities had expected, their extra borrow- 
ing from the banks has to be admitted as consistent with “ neutrality’. But it 
must never be forgotten that the uncovenanted credit creation, however 
“ permissible ’’ by these new rules of the game, does measure a new inflationary 
strain and does create a challenge, even to a “ neutral’’ monetary policy, to 
ensure that a further strain is not superimposed upon the first. If at such a 
time investors’ confidence were waning and markets were falling, there would 
perhaps be little risk of such secondary damage; but in the opposite circum- 
stances, such as have obtained in this past year, the danger is very great. Then 
a falling trend of interest rates sets in motion a whole train of circumstances 
calculated to set the additional money to work—and to work dangerously. 

The authorities would do well to look back to the experience of 1948 when, 
as in 1950, a sudden favourable swing in the balance of payments was allowed 
to generate a large credit expansion, and one that likewise went hand-in-hand 
with a simultaneous rise in gilt-edged and in equities. By the close of that 
year, or at least by early 1949, it seemed they had learnt the lesson that this 
conjuncture is a danger signal when the overall capital account is unbalanced. 
It appears, however, that the lesson has still to be learnt, in the more difficult 
circumstances set by the steep rise in defence spending. The greater the 
pressure on the national economy, the more imperative it becomes to restrain 
these superimposed sources of strain that spring from wrong-headedness or 
timidity in monetary policy. The question must soon be raised, indeed, 
whether a much more positive use of monetary weapons ought not to be 
brought into the armoury of defence finance. But in the meantime, let the 
authorities show that a neutral policy need not be a passive policy. 
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cidiasies and Retrenchment 


T is no reflection upon the quality of this year’s addresses by the chairmen 
Jo: the big banks to remark that it was easy to guess beforehand the themes 
upon which their principal emphasis would be laid. Inevitably, their 
means, especially the financial means, of 
for the assumption of its steeply rising 


primary message 


organizing the nation’s 
burden of defence outlays; 


identity of views. 


monious note in the main chorus. 
subsidiary themes- 


ment even on the 


relates to the 
economy 
and on this crucial issue they show a quite unusual 


This year, almost for the first time, there is no dishar- 
Moreover, there is a wide measure of agree- 


themes ranging over the causes of the 


transformation of the world dollar problem, the degree of permanence in the 
recovery in Britain’s balance of payments, the question whether sterling should 
be revalued and the chances of its restoration to full convertibility. 

Despite the sharp worsening of the international political situation, the 


past year has witnessed, 


as several of the 


bankers remark, a more marked 


improvement in the economic balance of the free world than anyone had the 


right to expect twelve months ago. 


in the alleviation of the world dollar shortage. 


difficulties, the considerable 


Nearly all of that improvement centres 


The virtual ending of dollar 


re-distribution of the world’s gold through a large 


and accelerating efflux from the United States, and the substantial growth of 
the gold reserves of the sterling area all owe much, unhappily, to the effects of 
the Korean war in provoking an aggressive stock-piling of critical raw materials, 


especially by the United States Government. 


But the closing of the dollar 


gap, notably that of the sterling area, was proceeding fast even before the 
began—thanks to the combined effects of devaluation in 
restoring the competitiveness of sterling prices and of the resumption of boom 


Korean hostilities 


levels of economic 


activity in the 


United States. 


This easing of the dollar 


anxieties of Europe and the sterling area made possible some notable steps 
towards liberalization of trade and payments—chiefly through the launching 


of E.P.U. 


as the first post-war experiment in limited multilaterism—and also 


permitted some further relaxations of controls within Britain itself. 

That such headway was mz ide before .defence economics added its special 
impetus to the scale of America’s purchases on world markets is heartening. 
But it is well to bear in mind—since defence will cloud the issue in the months, 
perhaps years, ahead—this further evidence that a high and sustained level of 
activity in the United States is indispensable to the stability of the world’s 


economy. 


The implications of this truth, which have been very much in mind 


in these post-war years, will not receive much attention during the new phase 
in which the Western powers are working together in a growing defence effort, 
and in which the United States is almost bound to have both a high level of 
employment and a big appetite for the world’s goods. It is perhaps for that 
very reason, to serve as a reminder for the future, that Lord Linlithgow, of 
the Midlz and Bank, has this year devoted much of his address to the ‘ political 


miracle ’ 


’ that has led the United States to play “ 


a munificent and decisive ” 


part in the general post-war recovery and to the réle that it is likely to play if 
and when defence economics give place to more normal objectives. 

Nearly all the bank chairmen, reflecting upon the big changes in balances 
of payments, refer to the immense improvement that has occurred in the 


position of sterling in the world during the past year—an improvement that 
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so suddenly raised the question whether the devaluation of 1949 ought to be 
reversed. To this question the bankers give an unanimous and clear-cut 
answer. They say plainly that moves towards fuller convertibility should 
come before re vaisiian, and that an easing of import restrictions should come 
before convertibility. On this matter, the most forthright commentator is 
Lord Balfour of Burleigh, of Lloyds Bank, who remarks that it would have 
seemed fantastic, before the devaluation, to suppose that after a cut of 30 per 
cent. (raising the sterling price of dollar goods by 44 per cent.) Britain would 
still need the same “ panoply of exchange restrictions.”’ And if sterling were to 
be revalued now, without any easing of these restrictions— 


We should be placed in the paradoxical situation of arguing at one and the same 
time that sterling is so strong that it should rise against the dollar but so weak that 
it needs to be defended by a formidable array of discriminatory import restrictions, 
quotas and exchange controls. 


Even Lord Balfour, however, does not advocate the dismantling of these 
defences. The scope for increased dollar imports, he remarks, is limited by the 
‘exiguous ”’ level of Britain’s gold reserves—which, in terms of purchasing 
power, is even now equivalent to only about one-third of the pre-war level. 
The present reserve would need to be at least doubled, he thinks, before there 
could be any question of a return to full convertibility for current payments. 
As for convertibility for capital transfers, he apparently regards that as quite 
beyond reach *“‘ so long as we remain the most over-taxed country in the world ’ 
These views are paralleled by those of Lord Aldenham who, in his maiden 
address as chairman of the Westminster Bank, dismisses the possibility of 
revaluation and emphasizes the need for incre ased efficiency to keep British 
costs competitive in face of the new temptations presented by sellers’ markets; 
by Sir Thomas Barlow, of the District Bank, who observes that a relaxation of 
exchange restrictions would help to promote such efficiency; and by Sir 
William Goodenough, of Barclays, who emphasizes the extent to which sterling’s 
recent progress has been due to special and possibly non-recurring influences. 
None of the bankers, it deserves to be noted, gave any support to the suggestion 
that sterling should hav e a floating value as distinct from a fixed dollar parity. 
These questions of convertibility and of relative parities are, of course, 
receding into the background as defence economics take the centre of the 
stage. On the vital problem of defence financing the bankers’ views are not 
only surprisingly uniform but are also fairly representative of the attitude of 
the City asa whole. Every one of the bank chairmen puts first in his catalogue 
of anxieties the heightened danger of a grave inflation. It is symptomatic of 
the improved quality of thought in these matters, by contrast with pre-war 
days, that nearly every commentator conceives this problem first in “ real ”’ 
terms and only secondarily in financial terms. Thus the first question is 
whether the additional defence outlay can be met by additional productivity 
—and to this the bankers reply with an emphatic ne gative. They all agree 
that, although productivity may play a part (unless it is seriously impaire d, 
as it seems all too likely to be, by shortages of fuel and other critical materi: ils), 
a substantial proportion of the productive resources for additional arms 
production will have to be provided by cuts in the volume of resources employed 
on civil work. More significant still, there is unanimity about the sort of 
measures needed to bring these cuts about. Although the bankers conceive 
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the problem in real terms, when they come to consider the means of solving it 
they do not turn first to physical or “ real’’ controls—as the Government 
seems to be doing. They advocate disinflation through budgetary action. 

One after another of the bankers emphasizes th: it, with taxation at its 
present crushing levels over virtually the whole range of incomes, it will be 
impossible to secure the necessary disinflation by further tax increases—because 
additional taxes would be paid wholly or in part by drafts on savings or because 
they would merely aggravate the rising pressure for wage increases that would 
sustain buying power or because, in any case, they would further whittle down 
the incentive to hard and conscientious effort that is more than ever necessary 
now. In this situation, the only possible way of achieving the necessary 
curtailment of the excessive demands on the national economy is by a general 
retrenchment. None of the bankers, however, makes precise suggestions about 
where the cuts should fall—except that Governmental civil expenditure ought 
to make a substantial contribution. 

Apart from this, there are some differences of emphasis. Lord Linlithgow 
declares that ‘‘ it would be a culpable example of short-sighted expediency to 
divert resources from the improvement of economic capital at home or the 
development of productive capacity in overseas parts of the Commonwealth, 
more particularly in Africa and South and South-East Asia... we need, above 
most things, staying-power "’. He concludes that what cannot be found from 
increased productivity must be provided by cuts in consumption; it is not 
clear, however, whether consumption services provided centrally by the 
Government are regarded as embraced in this term. Lord Aldenham, by 
contrast, inveighs against waste in the public services—especially the health 
service—while Sir Jasper Ridley, the new chairman of the National Provincial 
Bank, plaintively contents himself with the question, “Is it really true that 
a democratic State just cannot economize ? ”’ and fears that the voices that 
call for retrenchment are as yet “ small and still ”’ 

Lord Balfour is more forthright. He looks first to the capital programme 
to provide “a large share ’’ of the economies—apparently to the portion 
representing “ social capital ’’, which leaves one wondering whether he means 
the housing programme, since the other “ social’’ outlays are relatively small 
(though they could and should release some resources). As for the budget, he 
bluntly remarks that “one cannot doubt that a real policy of retrenchment 
would yield very substantial economies, though one or two cherished idols 
would have to be shattered in the process "“—through a re-casting of the food 
subsidies and rent subsidies by restricting them to those who really need them. 
But this, he concedes, would be so “ radical an overhaul ”’ of spending policies 
that it seems unlikely to happen. 

It isa pity, perhaps, that the force of all this sound advice from the bankers 
should be weakened, as inevitably it is weakened, by the admission that they 
do not expect it to be followed. The whole case could have been greatly 
strengthened if two further arguments had been firmly forced home—for the 
truth is that the Government may be compelled to follow this road eventually 
if it really is determined to do the defence job that it is setting itself. Although 
the bankers see the problem in real terms, nearly all of them express it as a 
problem of avoiding or minimizing inflation. They say or imply that, if the 
burden is not squarely shouldered, and if the sacrifices are not duly appor- 
tioned, by budgetary disinflation, then the real sacrifices will be imposed upon 
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the public by inflation. That, however, is not the whole story—or even the 
most vital part of it. Certainly, if the bankers’ advice is ignored, there will 
be a serious inflation, with all the grave injustices that that involves. But a 
far worse consequence than that is that the defence programme itself is almost 
bound to be seriously impaired—because the excessive spending power left in 
the economic system will compete for scarce supplies with the defence orders 
and all the other priority work. 

Among the bank chairmen, only Lord Balfour even approached this argu- 
ment, when he remarked that, without an effective disinflation, it would be 
impossible to man up the defence industries sufficiently, and declared that— 





the whole lesson of the past five years is that in a country not actually at war, and 
unless financial policy is pulling in the same direction, physical controls work very 
badly, if at all. 


This, it may be recalled, is an argument that was developed in detail in the 
last issue of THE BANKER—and it is one that is virtually proved by the 
experience of the Daltonian phase, a phase in which the Government naively 
supposed that its dams of physical control could withstand the pressures of 
excessive purchasing power created by an inflationary financial policy. The 
result was the fuel crisis of 1947, and the near-paralysis of industry in many 
other ways—despite the huge relief obtained from a catastrophic rate of 
external deficit. It is of paramount importance that the lesson of 1947 should 
be understood, and acted upon, now. 

The second omission from the bankers’ arguments this year is even more 
remarkable. There is scarcely a hint, in any of the addresses, about the réle 
that could and should be played by monetary, as distinct from budgetary, 
policy in compelling the restraint that is required in this new phase of economic 
stringency; and there is not one solitary word about interest rates. The 
bankers in this past decade have jettisoned many of the fallacies about mone- 
tary policy that bemused so many minds before the war, and especially before 
1932. But one cannot help feeling now that the baby has been thrown away 
with the bath-water. All recent experience demonstrates that a system of 
partial control will not function unless it pays some heed to the principles of 
the market place. Yet the bankers, who now unanimously urge this general 
argument, have forgotten the one market in which they themselves are 
engaged. In that market, it seems, they are content to drop all the old rules 
of the game and to believe that a satisfactory alternative can be found in 
what is in principle a control analogous to physical control—the “ qualitative ” 
control of capital issues and bank advances. The volume of money, under this 
present dispensation, is made to depend upon a planners’ priority certificate, 
upon the Government’s calculations or miscalculations in framing its budget, 
and upon the sanctity of its chosen rate of interest. Do the bankers really 
believe that monetary discipline, the nature of which is now almost forgotten 
in the City, is of no account, and has no part to play in reinforcing the restraints 
that must perforce be imposed by other means ? The City is always complaining 
that the State is forcing it away from its traditional réles and responsibilities. 
But in this respect it is itself coming near to abdication. It should always 
remember that it is—or was—a market. And if it cannot or will not be that, 
it might just as well be a mere appendage of Whitehall. 
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How Weak is Russia ? 


T is surely a matter for astonishment that, at this stage in the cold war, very 

few attempts have so far been made, at least in public discussicn, to estimate 

the broad order of magnitude of the Soviet defence effort and the extent 
of the Soviet war potential relative to that of the free world. This reticence 
on the part of public commentators is presumably to be attributed to the 
widespread assumption that everything behind the iron curtain is shrouded 
in mystery, that all Russian statistics are worthless, and that any estimates 
that might be framed by anyone outside the official intelligence services are 
likely to be so flimsily based as to be of no value. Admittedly, the difficulties 
of reaching any conclusions at all are very great; but in view of the crucial 
importance of the issues at stake, and of the part that better information could 
play in shaping the public approach to the problem of defence preparations, 
this attitude does seem to carry reasonable reticence too far. 

At the risk of rushing in where others fear to tread, this article aims at 
assembling some of the most relevant data that are available and at making, 
by rational argument and such tests as can be applied, some rough and tentative 
guesses—which may be of value if they do no more than provoke other obser- 
vers, With more scope for reflective research, to make better guesses and provide 
fuller documentation. 

Obviously it is difficult, and may be dangerous, to try to assess the potential 
strength of a country in war from its own statistics of pre-war income and 
production. In the 1930s some economists went sadly astray in gauging the 
relative strengths of Germany and the Anglo-French alliance. Although it is 
true that Germany’s pre-war industrial production was about 27 per cent. 
lower than the combined industrial production of Britain and France, and 
although Germany also had a less wealthy hinterland on which to draw, the 
Nazis’ higher state of preparedness in 1939 more than offset the effects, at that 
time, of their deficiencies in potential production. By devoting, say, 15 per 
cent. of its national production to war preparation in the six years to 1939, 
while the Anglo-French alliance was devoting.5 per cent. of its production to 
the same purpose, Germany could theoretically have amassed at the outset 
of hostilities more than twice as much war material and te aig resources 
of war productive power and the like as the Allies had. And the Nazis spared 
few efforts to turn this theoretical possibility into accomplished fact. 

Most people in the West are aware that Soviet Russ‘a’s productive potential 
is only a small fraction of the productive potential of the free world; but 
they are aware, too, that the pattern of Russia’s production effort in the years 
1945-50 has all too closely resembled that of Nazi Germany in 1933-39. The 
crucial questions that clamour for answer are, how far could Russia h ive built 
itself into a similar position of preponderance to that achieved by Germany 
twelve years ago, and how long could it maintain that erie be in the 
face of a proportionate armament by the free nations? When both expert 
observers and public commentators keep silence on these questions, it is only 
natural that ordinary folk have no clue to what the answers might be. One 
result of this ignorance, at a time when Communist pressure and propaganda 
have been rising throughout the world, has been the growth of a dangerous 
and muddleheaded pessimism among the free nations. This pessimism found 
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alarming expression last month in the argument by the only living ex-President 
of the United States that his country should retreat behind the Atlantic at 
the outset of a new war—on the apparent thesis that only four or five years of 
undisturbed rearmament effort in America would swing the preponderance of 
striking power back to the greatest of free nations. 

If this argument pretends to any rational basis at all, it must be founded 
upon ignorance of the extent to which Russia’s re ‘latively very small industrial 
potential for war would be multiplied if it were allowed to swallow up Western 
Europe. The time has plainly come when public opinion the free world over 
should take note of the relevant statistics—and should take heart from them. 

RussiA’s PRODUCTIVE RESOURCES 

Although Soviet statistics are notoriously misleading, the most pessimistic 
reading of them suggests that Russia’s rate of total production is certainly 
less than a third—and is probably less than a quarter—of the rate of American 
production. When the productive resources of the other free nations are 
thrown into the reckoning, and are set against the resources of Russia’s 


TABLE I 


INDUSTRIAL PRODUCTION IN U.S.A. AND U.S.S.R., 1949 





(Units : Billions of kilowatt hours for electric power; millions of tons for other commodities) 
Commodity : Uk USS U.S.S.R. Production | Western* Eastern* 
as % of U.S.A. Europe Europe 
| 
Electric Power ce See 78 23 170 35 
Crude Steel 70.6 21.1 30 44 6 
Finished Steel a 54.4 16.4 30 30 4 
Coal .. oa on 629 236 55 333 95 
Crude Oil 252 35.4 I4 I 6 
Cement 35-4 5.3 23 33 7 
*“ Western Europe ”’ comprises N.A.T.O. powers in Europe and Western Germany. ‘‘ Eastern 
Europe ’’’ comprises Soviet satellite states and Eastern Germany. 


satellites, the superiority of the free world in total productive power becomes 
more striking still. 

These estimates can be tested in three ways. The first is by reference to 
Russia's own statistics of production in key industries. Up to 1940 Russia 
published production statistics for its most important commodities; since 
1940 it has published index figures with a 1940 base. _ The full run of these 
figures has been collated and reprinted in various reports from the Economic 
Commission for Europe (such as the ‘“‘ Economic Survey of Europe in 1949 ’’); 
and it is from this source that the figures set down in Table I are derived. 
Many qualified observers believe that the Russian figures considerably over- 
state the actual level of production achieved; if the figures are taken at their 
face value, they certainly indicate an almost unprecedented increase in indus- 
trial output between 1926 and 1940 and between 1945 and 1950. The point to 
note here, however, is that even these (probably propagandist) figures show 
Soviet production of crude steel, electric power and other vital industrial 
supplies to be the equivalent of no more than one-quarter to one-third of 
American output. The relative weakness of the Communist camp is emphasized 
in the second half of Table I by the addition of the production of East European 
countries to one side of the equation, and of the output of the European 
members of N.A.T.O. to the other side. It would be shown more clearly still 
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if the output of the British Commonwealth overseas and other free countries were 
also added to the lists and balanced against Chinese industrial output (for 
which no figures are available). 

The second way in which the industrial strength of Soviet Russia can be 
gauged is by reference to Soviet figures of national income. Unfortunately, 
these are drawn up in the most muddling way possible; they purport to show 
only the total of goods (not goods and services) produced, and they are com- 
puted at constant price levels (those of 1926-27). Several attempts have, 
however, been made to interpret these figures. The most widely publicized of 
these has been the attempt made recently by the Statistical Office of the 
United Nations. As will be seen from Table II, this estimated the dollar value 
of Russian national income in 1949 at $59.5 thousand millions—that is, at 
27} per cent. of American national income (which amounted to $216.8 thousand 
millions in 1949). The United Nations’ estimate is accompanied by only the 





TaBLE II 
ESTIMATED NATIONAL INCOMES IN 1949 
Income Income 
Net Nat. Popula- per Net Nat. Popula- per 
Income tion head | Income tion head 
($ billions) (millions)  ($) ($ billions) (millions)  ($) 
N.A.T.O. Powers Soviet Bloc 
ok 9 ae a 217 149 1,453 U.S.S.R. 60 193 308 
U.K. ‘ ie 39 50 773 | Czechoslovakia. . 5 12 371 
Canada .. £4 12 14 870 Poland 7 24 300 
Belgium. . iia 5 9 582 Hungary 2 9 269 
Denmark ca 3 4 689 Roumania 4 16 280 
France .. oe 20 41 482 Bulgaria I 7 150 
Italy .. ne II 40 235 +| &E. Germany 6 19 300 
Netherlands 5 10 502 China 12 463 27 
Norway 2 3 587 
Portugal 2 8 250 
Total «s . 326 334 946 Total aa 97 743 130 
Excluding China 85 280 300 


Note.—The estimates in the table are necessarily rough; they are based mainly on estimates 
contained in the United Nations publication National and Per Capita Incomes of Seventy 
Countries, 1949, and on the E.C.E. publication Economic Survey of Europe in 1949. 


briefest notes on the sources and computations employed. It seems clear from 
these notes, however, that the basis of calculation was that described in some 
detail by Mr. Paul Baran in the “‘ Review of Economic Statistics ’’ (a Harvard 
University publication) in November, 1947. Mr. Baran (who estimated Soviet 
net national income in 1940 at about $31.1 thousand millions) based his calcu- 
lations on a monograph on workers’ payrolls by the then Chairman of the Soviet 
State Planning Commission and on a conversion factor between roubles and 
dollars worked out by another Soviet economist. It would be surprising if 
such calculations understated the true level of Soviet national income. 
Another way in which Soviet national income might be gauged is by 
reference to an article in The Economist on December 18, 1948, which suggested 
that Russia’s net national income in 1948 could be estimated to amount to 
between 455 and 520 “ billions of current roubles’; this was compared with 
an official Soviet estimate of 130 billions of 1926-27 roubles. It may be 
interesting to view this figure in the light of some comments on the rouble- 


est 
ab 
de: 


he 
les. 
rat 
sen 
pro 


nat 
see] 


Am 
by 
dev 


Rus 
to d 
21 | 
sum 
thar 
the 

mill 
defe 


in fz 
in Ww 
corre 
as d 
that 
inclu 
may 
whol 
large 
in its 
the | 
listec 





yme 


5) 

08 
71 
00 


‘80 


00 
27 


[30 


300 


ates 
enty 


yme 
ard 
viet 
lcu- 
viet 
and 
g if 


by 
sted 
t to 
vith 


ible- 


TRE 
EE LLL TL 





HOW WEAK IS RUSSIA ? 77 





dollar exchange rate made by Mr. M. Wyczalkowski in the September issue 
of the International Monetary Fund publication “Staff Papers”. Mr. 
Wyczalkowski pointed out that no single exchange rate could be considered 
applicable to the rouble. On the basis of purchasing power parity for con- 
sumers’ goods, he estimated that the dollar was worth 25 roubles; on the 
basis of its purchasing power over all goods entering into the ordinary citizen’s 
cost-of-living (including rents), he reckoned the dollar to be worth about 20 
roubles; and for producers’ goods (which are deliberately sold at low prices 
between State enterprises in Russia) Mr. Wyczalkowski reckoned the dollar 
to be worth about 10 roubles. If these estimates can be combined with the 
estimates of national income contained in the article in The Economist cited 
above, it would seem that Russian national income in 1948 (even in Western 
definitions) could not have been much in excess of $50 thousand millions. 

These statistical assessments suggest that, just as British real income per 
head (which is one measure of average productive power per head) is rather 
less than half American income per head, so Russian real income per head is 
rather less than half that of Britain; this also seems to accord with common- 
sense observation. Ove1 the average of recent reconstruction years Russian 
production may have been significantly smaller than this. 


RussiA’s ARMAMENT EFFORT 


From Russia’s own production claims for specific industries, from her own 
national income statistics and from common sense observation, therefore, it 
seems probable that total Russian national income in recent years has been 
running at a level not very far above the $45 to $55 thousand millions that 
America’s annual rate of spending on national security alone will have reached 
by the end of 1951. How much of that national income could Russia have 
devoted to preparation for war in the last few years ? 

The article in The Economist referred to above estimated from published 
Russian statistics that 14 per cent. of Russian national income was allocated 
to defence in 1948, that 6 per cent. was devoted to the accumulation of stores, 
21 per cent. to net capital investment and only 59 per cent. to personal con- 
sumption. If these figures are correct, then although Russia devoted more 
than twice as large a proportion of her national income to defence in 1948 as 
the United States, her actual defence expenditure, at about $7 to $8 thousand 
millions, would have been in that year only just over half-as large as American 
defence expenditure even at its pre-Korea rate. 

Many observers believe, however, that Russian armament expenditure has, 
in fact, been somewhat larger than these figures suggest. There are two ways 
in which they could be misleading. First, even if the Communists’ figures are 
correct as listed, it may be that the 6 per cent. of national income listed 
as devoted to accumulation of stores included some military stockpiling and 
that the 21 per cent. of national income listed as devoted to net investment 
included some investment in purely armament industries. Although there 
may be some truth in these comments, it would be surprising if they told the 
whole story. The 6 per cent. devoted to accumulation of stores may look 
large by Western reckoning, but for a country where each region has to lay 
in its own provisions against complete dislocation of transport in a hard winter, 
the proportion is not absurdly high. And the 21 per cent. of national income 
listed as devoted to net investment (which compares with about 13 per cent. 
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devoted to the same purpose in Britain in 1949) cannot be much of an over- 
estimate of recent investment in productive industry if Russian claims of 
increased production are of the right order of magnitude. If these figures 
of production increases are pure propaganda, of course, then the national 
income estimates on which the present analysis is based are too high and 
Russia is weaker than is here supposed. 

On the whole, it is probable that if Russia has undertaken defence expen- 
diture in excess of $7 thousand to $8 thousand millions in recent years, she has 
done it by cutting personal consumption even below the 59 per cent. of national 
income suggested by The Economist's correspondent. This argument may cause 
some surprise. Even at the height of the war, Britain succeeded in cutting 
down personal consumption only to just under 50 per cent. of national income 
and Nazi Germany does not seem ever to have succeeded in cutting it to 
anything like that proportion. It might be argued that_a poor country such 
as Russia could not possibly cut the proportion of national income going to 
personal ee in peace-time below the level attained by a relatively 
rich country such as Britain at the height of the war. Against this, however, 
it must be remembered that in the slave labour camps (which quite reputable 
commentators have stated to provide a significant proportion of Russian 
industrial manpower), personal consumption must be low indeed. 

This line of reasoning, however, needs to be viewed with caution. If the 
estimate of $50 to $60 thousand millions for Russian national income is correct, 
and if 59 per cent. of that income is devoted to consumption, then annual 
consumption per head in Russia would be running at the rate of between $150 
and $180 per annum compared with $400 per head in Britain and about $100 
per head in Japan. If the Soviet leaders were able to cut down the average 
standard of consumption in Russia to that in Japan (and this is surely the 
lowest level on which an efficient military force can be maintained) Russia 
would therefore be able to devote between $17 thousand and $23 thousand 
millions to defence and still keep her investment and stockpiling programmes 
intact. Even if this extreme assumption is tenable, however, American defence 
expenditure by the end of this year would still have reached an annual rate 
between two and three times that achieved-by Russia. 











BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 












BE EE "| > Ree Rials 300,000,000 
- RESERVE (Banking Department)... .:. ... ... Rials 1,120,000,000 
RESERVE (Issue Department) ... «.. .... «. Rials 1,000,000,000 


Governor and Chairman of Executive Board: H.E. IBRAHIM ZEND 


HEAD OFFICE: TEHRAN, IRAN (Persia) 
Over 190 Branches and Agencies throughout Iran 
New York Representative: London Representative: 
One Wall St., New York 123 Old Broad St., London, E.C.2 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 

Transactions, provides special facilities for Documentary Credits, etc., and with its numerous 

Branches in Iran deals with every description of banking business. Especial services for all kinds 
of information regarding import, export and trade regulations in force in Iran. 


ADMINISTERS NATIONAL SAVINGS 





| 





res 
nal 
ind 


en- 
has 
nal 
use 
ing 
yme 

to 
uch 
* to 
ely 
ver, 
ible 
lan 














HOW WEAK IS RUSSIA ? 79 


————— 


Even if these indications of Russia’s relative weakness, in terms of current 
defence efforts could be accepted as broadly correct, they would afford no 
grounds for complacency. On the contrary, three sombre considerations need 
to be borne in mind. First, although the industrial potential of the Communist 
world, as Tables I and II have suggested, may be only about one-quarter of 
that of the free world, the Communists do have an advantage in manpower— 
at any rate if China is counted in the Communist camp and if India is not 
counted among the active free nations. Moreover, since manpower is relatively 
cheap in the Communist economies (just as machines are relatively expensive), 
the Communists can muster huge armies at relatively little real cost—and let 
them live off the land. Nothing that has been said here about the possible level 
of Russian defence outlay should hide the fact that the Communists are reputed 
to have over 100 divisions in field order in the West—although these who 
brood on this figure do not always remember that a Russian division custo- 
marily includes only half as many men as a British or American division. 

The second point that should be made is that it is quite possible that 

Russian industrial production is expanding fast—perhaps even as fast as the 
Russians claim. An official Soviet publication said recently that 80 per cent. of 
Soviet industry was now located in the eastern districts (i.e. districts that were 
never occupied by the Germans) compared with 67 per cent. before the war. If 
this statement is correct, it would suggest that industries in the former occupied 
provinces are not yet back to pre-war standards of production—although they 
may be very near them. Itis from the return to full production of the indus- 
tries in the Western provinces that Russia may be gaining heavily with each 
year that passes. 
' The third and most vital consideration of all is that if Russian military 
expenditure has been running much above the $7 thousand millions per annum 
indicated in her own statistics, it may have greatly exceeded expenditure on 
war preparation in the free countries. American military expenditure the year 
before Korea was running at between $12 and $14 billions a year—but a good 
part of this expenditure was devoted to tidying up the effects of the last war 
and not to preparing for new defences. Quite apart from this, every dollar 
spent on military effort in Russia certainly yields a much greater return in 
terms of effective striking power than a dollar spent on defence in the United 
States. There is little doubt that Russia now has a greater—if not necessarily 
a preponderantly greater—military force in the field than the Allies can yet 
muster. If this force were to overrun Western Europe, as Mr. Herbert Hoover 
would apparently be prepared to allow it to do, Russia could double her 
industrial potential overnight. But, provided that Stalin does not launch— 
and succeed in—a blitzkrieg within the next eighteen months, the free world 
should be able to approach and perhaps reach military parity with the Com- 
munists some time in 1952 in everything except manpower. In short, provided 
their defence plans are resolutely pushed through, the Allies should be able 
to put forward a rather bolder face next year towards an enemy that has only 
about a quarter of the industrial resources that they themselves can deploy. 
Therefore, while it is always unwise to be complacent, it is even more unwise 
to be of faint heart. 
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Keynes, the Internationalist 


T is nearly five years since Maynard Keynes gave his life in the strenuous 
| service of his country. History will certainly record that Keynes had a 

greater effect on the lives of the ordinary men of his time than those ordinary 
men yet realize. He was one of those rare geniuses who are sufficiently clear- 
sighted to keep academic theory abreast of the changing need of their time, 
without running too far ahead of it in their youth or lagging behind it when 
they are established ; it was for this reason that he became, early in his career, 
an effective political force and, in his later years, also a great administrator, 
Until the 1920s economists and politicians had regarded reasonable stability of 
exchanges and prices as a higher objective than the conquest of unemployment, 
which in pre-1914 Britain had never attained catastrophic proportions ; in 
those conditions of moderate unemployment, they were almost certainly right. 
By the 1930s, however, politicians with their ears to the ground had changed 
their tune ; it was Keynes’s General Theory that provided the corpus of econo- 
mic theery to show that, in the changed social conditions, the new attitude 
was also quite right. 

It can be argued, however, that the real greatness of Keynes lay not so 
much in the fact that he changed other people’s views to keep up with a chang- 
ing social outlook, but that he changed his own views between 1935 and 1945 
to keep up with a world situation that was developing in an unexpected way. 
When the General Theory was written, Keynes—and indeed all other economists 
—believed that the castle of unemployment and despair could be stormed 
only by a nationalist attack. It was clear that one country could not carry 
through a full employment policy while the rest of the world lapsed into 
unemployment, unless it set up mercantilist barriers against the evil effects of 
the tendency to a deficit on the balance of payments that was bound to ensue. 
And it seemed clear—up to 1945 at least—that conversion to full employment 
policies (and to the organized pattern of international loans and even free 
grants that would be necessitated thereby) could not be world-wide. It was 
on this assumption that Keynes believed in the 1930s that the fight for full 
employment had to be waged within national boundaries. 

Few parts of the Keynesian epic as told by Mr. R. F. Harrod in his recently 
published biography* will therefore attract wider and more deserved attention 
than the account of the conversion that in the closing stages of his life made 
Keynes an internationalist, a believer in convertibility and non-discrimination, 
an upholder of so many of the tenets against which he appeared to have been 
battling for the greater part of his very articulate life. This is not merely a 
study of psychological or purely academic interest. On the contrary, it is 
charged with the greatest topical, practical significance. In the latter stages of 
the war, Keynes more than any other single man was the formative influence 
in Britain’s external policy. He left his mark on that policy through the 
legacy of many agreements to which Britain’s signature is appended—the 
Bretton Woods agreements of 1944, the Anglo-American Financial agreement 
of 1945, the proposals on commercial policy that were later to blossom into 
the Charter of the International Trade Organization. If one can gain a little 
more understanding of the process of logic and the glimpses of vision that led 





* The Life of John Maynard Keynes. By R. F. Harrod, London. Macmillan’s, price 253. 
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Keynes to embrace these causes, and of the reservations with which he may 
have done so, it should be possible even now to see more clearly what should 
be done to ensure the success of the policy with which he became identified in 
the last years of his life. 

One should beware, however, of assuming that Keynes, even in this last 
period, had been fired by a rediscovered vision of Adam Smith and the classical 
doctrines of political economy. Mr. Harrod occasionally gives this impression. 
He appears to have launched on the biography of Keynes almost as much in 
the cause of justifying and glorifying the basic, internationalist tenets that he 
(Mr. Harrod) holds as in telling the story of the fascinating, versatile man 
whose life and work he describes so well. There may be just a tendency, 
therefore, for Mr. Harrod to clutch at the straws of evidence that suggest that 
in the end Keynes thought as Harrod did, when a brilliant, illuminating 
internationalism marked the final stages of his life and beliefs. It would be 
safer to say that to the end of his life Keynes remained a great improviser, 
using that word in no pejorative sense, but as indicating a capacity to make 
the best for his country of any given situation. 

The key to this conversion is to be found in the consistency of purpose that 
marked Keynes’s work throughout his life. At first glance, this assertion may 
appear paradoxical and even untenable. Everyone knows the readiness with 
which Keynes admitted changes in his views, and the candour with which he 
pointed out in the prefaces to his successive books how far his ideas had changed. 
The evidence of his everyday life tells a similar story—his delight in argument 
and his capacity to feel changes of atmosphere often led him from one day to 
another to abandon preconceived notions, to retreat from indefensible positions, 
to argue to-day with eloquence and conviction against a thesis that he had 
upheld yesterday with equal vehemence. 

For all that, consistency in the basic attitude towards the practical problems 
of economics, and to the purposes he had in view, is to be found throughout 
Keynes’s life and works. It is to be found in the conviction that economic 
policy should be an active and not passive attitude towards the problems of 
economic instability. If there is one ‘‘ categorical imperative’ that runs 
through all Keynes’s work, it is that man should have the wit and the power 
to dominate his economic environment; that booms and depressions are rooted 
in ignorance and adherence to fetishes; that the toleration of unemployment 
and its economic and social waste is the economic sin against the Holy Ghost. 
This is the main thesis that inspires all his works from the Tract of Monetary 
Reform onwards—and extends beyond them into memoranda that, penned as 
they were in the Government service, are likely to remain mostly unpublished 
for many years. (It is fortunate that Mr. Harrod has succeeded in extracting 
a few of them from the oblivion to which they would otherwise be doomed in 
this present generation.) It was this attitude that led Keynes to attack the 
return to the gold standard in 1925 (and, in retrospect, how rightly). The fact 
that so many of the major published works of Keynes were written in an era 
of unemployment and unutilized resources coloured their character and made 
them appear pleas for expansionist management of the economy—with no 
discriminatory and autarchic holds barred. His concern for achieving the 
economic equilibrium of reasonably full employment made him turn away 
from the concepts of free and non-discriminatory trade, because contemporary 
experience had shown him that such freedom provided the channels through 
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which economic instability spread from one country to another. That is why 
he was fully prepared in the 1930s to toy with mercantilism and justify and 
rationalize its modern expression. All these things were done and all these 
seemingly iconoclastic causes were espoused in pursuit of this main objective 
of ensuring for mankind the greatest measure of control over its economic 
environment, of avoiding that admission of defeat, that proof of the bank- 
ruptcy of human intelligence, the prevalence of mass unemployment. 

The time came, however, when the self-same objective demanded a com- 
plete reversal in the prescription of economic policy. It came during the 
war when Keynes began to realize, first, how essential to the future prosperity 
of humanity was the closest collaboration between the British and American 
peoples, and secondly, when he came to see for himself how far his own earlier 
doctrines had penetrated into the thinking and policy of the American adminis- 
tration. In the edifice for post-war reconstruction that began to take shape 
with the Bretton Woods agreements, Keynes saw the beginning of the imple- 
mentation of the ideas he had propounded during the war. The International 
Monetary Fund, the International Bank for Reconstruction, the commodity 
stabilization arrangements that were to be launched under the International 
[rade Organization—all these appeared to him to be part and parcel of a 
new set-up that would ensure for human kind, and not for select Keynesian 
segments of it, the blessings and achievements of a positive and dynamic 
approach to the problems of economic instability. In the light of this vision 
the need for protection, discrimination and mercantilism of all kinds dis- 
appeared. In this new atmosphere the doctrines of Adam Smith seemed to 
take on a new odour of sanctity since they promised the propagation to the 
utmost corners of the earth, not of the ups and downs of trade cycles linked 
with such fortuitous phenomena as fluctuations in the production of gold, but 
the benefits of steady, progressive evolution. 

Nothing appears to have carried greater conviction with Keynes in this 
translation of his views than the American attitude towards the so-called 
scarce currency clause in the International Monetary Fund agreement. In his 
own scheme for an International Clearing Union, Keynes had inserted pro: 
visions for penalizing chronic and excessive creditors by charging them interest 
on their credit balances. In this way he hoped to keep in check the tendencies 
of countries such as the United States to over-export and under-import and 
thus to act as a permanent deflationary force on the rest of the world. In the 
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clash between Keynes’s Clearing Union and Harry White’s Stabilization Fund 
schemes, many of Keynes’s more liberal and expansionist devices had to yield. 
But in this crucial issue of imposing sanctions against excessive creditors, the 
American plan, as it evolved in the course of Anglo-Ame rican discussions, took 
on a much more ferocious character than any Keynesian proposal. It became 
the scarce currency clause under which all members of the International 
Monetary Fund would be allowed to discriminate to their heart’s content 
against any country whose currency had been declared scarce by the I.M.F. 
To Keynes and many of his colleagues, this seemed to be the best guarantee 
they could secure that the United States would, in fact, behave as a good 
economic neighbour and would so ordain its commercial polic y as to provide 
that approximately equal two-way flow of trade, without which America, 
with its newly enlarged economic strength, might in future be an even greater 
source of instability than it had proved in the past. This seeming concession 
by the United States in the Bretton Woods agreements, allied to the readiness 
with which it was prepared to allow escape clauses in the code for international 
commercial conduct—discussed in Washington in 1945—hastened the Key- 
nesian retreat from mercantilism and conversion to economic internationalism. 

It is true that this scarce currency clause has not yet been invoked, although 
in the first three years of the International Monetary Fund’s life the dollar has 
unquestionably been a scarce currency. But this omission has been. wholly 
due to technical considerations. The first of them is the fact that members’ 
access to the resources of the I.M.F. were by agreement restricted to certain 
proportions of their several quotas and that in consequence the I.M.F. could 
not be deprived of its available U.S. dollar resources within a comparatively 
short period of its operations. As long as dollars remained at the disposal 
of the 1.M.F., the dollar could not be declared scarce. In addition, the protec- 
tion of the I.M.F.’s dollar resources was increased by the edict that went forth 
soon after Marshall Aid began, that so long as this form of assistance was 
going to Europe the recipient countries would no longer be entitled to acquire 
US. dollars from the I.M.F. There can be little ground for questioning this 
decision, which was intended to centralize the flow of civilian aid from the 
United States to Europe and which, furthermore, served the highly desirable 
objective of conserving the dollar resources of I.M.F. for the day when Marshall 
Aid had ceased, but when a world demand for U.S. dollars would persist. 

In any case, the fact that the U.S. dollar has not been declared a scarce 
currency is a matter of little or no practical importance. The period in question 
has been in a very full sense the transitional period anticipated and provided 
for in the Bretton Woods agreements. During these years the member coun- 
tries have in fact discriminated at will against hard currencies and hard currency 
imports. Had they been given formal leave to do so by the invocation of the 
scarce currency clause of the I.M.F., they would not have been given wider 
freedom of action than they have in fact enjoyed. It would, therefore, be 
wholly erroneous to argue that, since the clause to which Keynes and his 
colleagues attached so much importance has never been invoked, even at a 
period of undoubted dollar scarcity, the substance of the concessions apparently 
granted by the Americans has been lost. That substance remains. It is the 
best possible guarantee that in the years to come the United States will act 
as a good commercial neighbour. It provides an assurance that if the United 
States fails so to act, it will call down upon itself the full armoury of discrimi- 
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natory treatment provided for in an international agreement of which the 
United States was itself not merely a signatory but the main promoter. 

It would certainly be wrong to assume that Keynes’s conversion to the 
principles enshrined in such documents as the non- discriminatory Article 7 of 
the Lend-Lease agreements, the Anglo-American loan and the American pro- 
posals on commercial policy, occurred almost overnight and was free 
from any reservations. Mr. Harrod, in his account of these intellectual and 
psychological processes of evolution, is perhaps inclined to exaggerate the 
fullness of that unconditional conversion and to minimize the doubts that 
still remained in Keynes’s mind when the immense labours of the Anglo- 
American Financial negotiations of 1945 had been completed. 

Keynes began those negotiations by laying two clear alternatives before 
the Americans. Under the first there was to be a gift or retrospective adjust- 
ment of Lend-Lease that would make available to Britain some $6,000 millions: 
with this in reserve, Britain would be in a position to move towards that world 
of non-discriminatory trade and convertible currencies that the United States 
sought. The other alternative was far more precise. If assistance on these 
lines was not forthcoming, then Britain would be compelled, however 
regretfully, to maintain and even intensify all the financial and commercial 
protective devices that had been compulsorily erected during the war. In the 
course of the ensuing negotiations, the hopes of a free gift very quickly vanished. 
Instead, a quasi-commercial line of credit was provided, of much smaller 
amount than the figure deemed necessary to allow Britain to take the plunge 
into convertibility and non-discrimination. Nevertheless, the loan agreement 
was hedged with all the conditions that Keynes had initially promised as a 
guid pro quo for an outright grant-in-aid (or repayment of earlier cash disburse- 
ments) of much greater amount. Moreover, the conditions were given a legal 
precision in the agreements that Keynes would certainly have deemed intoler- 
able before he journeyed to Washington and against which he fought almost 
to the bitterend. Mr. Harrod skates all too easily over the chasm that separates 
the hopes and aims that Keynes took with him to Washington and the text 
of the loan agreement that ultimately emerged. 

This, however, is not to gainsay the fact that Keynes had, in this last 
phase of his life, gained a full appreciation of the necessity for Anglo-American 
partnership as the basis of political stability and economic progress in the 
world—that is, in the kind of world in which the culture that he loved so 
deeply could endure and prosper. He had seen his views on the dynamic and 
positive approach to economic problems take deep roots in the United States. 
Indeed, on one of his earlier war-time visits to that country he had warned 
some of the American economists that they were becoming plus royaliste que 
fe vot, more Keynesian than Keynes himself. He, the refore, saw his way clear 
to retreat from those insular, mercantilist tendencies that he had always 
regarded as a second best even when he was propounding them most vehemently. 
{f the Keynesian approach could be applied on a truly international scale, how 
much better than that it should have to require for its application a considerable 
degree of economic insulation by the participating countries. Viewed in that 
sense, the evolution of the Keynesian doctrine will be seen to have marched 
with complete consistency. That doctrine offers our Western civilization its 
best hope of survival—by providing an effective and clearly superion alternative 
to the dogma of communism against which it must battle for supremacy. 
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Bank Profits and Salaries 


HE year 1950, as the opening article in this issue of THE BANKER makes 
TT pi. was marked by a deterioration in monetary and banking trends— 

when these are regarded from the standpoint of the health, and especially 
the inflationary temperature, of the national economy as a whole. When these 
same trends are examined from the standpoint of the banks themselves, how- 
ever, a different conclusion emerges. There is no doubt that 1950 was a more 
profitable year for the banks—even though it was also one that witnessed the 
further development of tendencies that threaten bank earnings in the future. 

All the big banks except the Midland have announced increases in profits 
for the year—although, apart from Barclays Bank (whose published profits 
increased by over 54 per cent.), none of the increases has been large. The 
Midland, whose published profits were less than one per cent. lower in 1950 
than in 1949, is known to have made special additional “ inner ”’ provisions in 
1950 for staff purposes, through the establishment of a fund to provide for 
future pensions and a trebling (to £300,000) of its annual contribution to its 
Widows’ Fund. There is no reason, therefore, to suppose that its trading 
experience has been materially different from that of its competitors. 

Published figures of bank profits, of course, are not necessarily accurate 
guides to the year’s experience. There may be substantial differences from one 
year to the next in the banks’ additions to, or drafts upon, their hidden reserves 
and provisions. These hidden reserves are cloaked in the balance sheet in 
various ways—chiefly, no doubt, by understatement of the value of the two 
main earning assets (investments may be entered at much less than their 
market value and advances are shown after making very generous provision 
for doubtful debts), and also by inclusion of sundry reserves of unstated 
amounts, including contingencies reserve, in the major liabilities item, 
“current, deposit and other accounts ’’.* In 1949, when the market value of 
the investments of the “‘ Big Seven” banks may have fallen by between {50 
and {65 millions (the equivalent of approximately three-quarters of published 
reserves), there is little doubt that these hidden reserves had to absorb a 
substantial part of this shock, despite the undisclosed provisions that must 
have been made out of the current profits of the year. In 1950, however, the 
market value of the investment portfolios of the ‘‘ Big Seven” banks was 
more than maintained. It is clear, therefore, that the improvement in the 
banks’ experience in 1950 was more marked than the published profit figures 
suggest. 

To say this, however, is merely to reiterate the comment that was made 
in THE BANKER in February last year, that ‘‘ it was astonishing that in a year 
such as 1949 four out of the ‘ Big Seven’ banks should have chosen to show 
actual increases in published profits—even though most of the undistributed 
disclosed profits were promptly returned to inner reserves by way of ‘ con- 
tingency’ transfers”. The conclusion reached then was that the rather 
unexpectedly high profits published for 1949 were intended as a sign that 





*The book valuation of premises also conceals an important inner reserve, but this differs 
from other such reserves because it may be presumed that quite special circumstances would 
have to be present before the banks would write up the book value and thus convert a specific 
hidden reserve into a ‘‘ free’ one available for use in (e.g.) writing down investments, 
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vurrent trading experience (as distinct from the trend of gilt-edged values) 


had again been favourable. It is probable that the higher profits figures now 


published for 1950 reflect a continuation of this experience—for the time being. 
This rather unnerving race between earnings and costs is, however, taking 
place under a shadow that coming events (especially in the field of payments 
to staff) are plainly throwing before. 


TABLE I 
PROFITS AND APPROPRIATIONS 

(£ 000's) 

Contingencies Reserve Fund 
Net Profits Dividends Premises and and 

Rate °% Net Cost Pensions Carry Forward 
1949 1950 1949-50 1049 1950 1949 1950 1949 1950 
Barclays 1866 1972 14 1146 1146 700 Nil 21 826 
Lloyds 1709 1762 2 988 988 200 250 521 523 
Midland .. 2006 1987 16 1334 1334 670 650 2 3 
Nat. Provincial 1413 1455 15 782 782 600 Nil 31 673 
Westminster 1461 1471 18 855 855 600 600 6 16 
Martins .. 725 733 15 343 343 375 375 7 15 
District . 505 513 184 286 286 Nil 50 219 222 
W. Deacon's 258 260 124 120 12g 100 150 29 - 19 


Some light on the trend of bank earnings in 1950 can be gleaned from the 
table on page 66, in the first article of this issue. This showed that the monthly 
iverage of clearing bank advances during 1950 was £163 millions, or over 11 
per cent., above that for 1949. Evenif the average rate earned on these advances 
were no better than 3} to 3} per cent.—and it may have been higher than that 

-the increase in clearing bank earnings from this source alone would have been 
between {5.3 and £5.7 millions: since the proportion of bank advances roughly 
pamiegpente as going to nationalized industries (and therefore as earning only 

2 per cent.) seems actually to have fallen during the past year, it may be 
reasonable to suppose that the actual gain from increased advances was over 
£54 millions. 

Earnings from other bank assets, it is true, are likely to have shown a 
lecline in 1950. While the monthly average of clearing bank investment 


TABLE II 





BIG FIVE” PROFIT COMPARISONS 

Change 
1940 1947 1945 1949 1950 in 1950 

f£ f f £ £ % 
Barclays 1,676,403 1,637,700 1,879,943 1,866,279 1,971,834 t+ 5.7 
Lloyds 1,583,178 1,635,012 1,674,329 1,709,276 1,761,603 + 3.1 
Midland .. I 087, 148 2,002,570 2,025,728 2,006,414 1,987,320 - 1.0 
Nat. Provincial 1,331,071 1,347,929 1,383,387 1,413,126 1,454,811 + 2.9 
Westminster 1,366,622 1,391,076 1,431,532 I, satin 557 1,471,031 + 0.7 
7,944,422 8,014,893 8 394,919 5.455, 652 8,646, 599 + 2.3 





holdings has remained virtually unchanged, that of Treasury deposit receipts 
(which earn § per cent.) has fallen by about £553 millions; this suggests a 
decline in cle aring bank earnings from T.D.R.s of about £3.5 millions, a decline 
that will have been only partially offset by the extra income resulting from 
the larger holdings of Treasury bills and call money. The combined monthly 
iverage of bills and call mone y in clearing bank portfolios rose by about £424 
niliiens in 1950. On the assumption that all new assets under this head 
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earned 4 per cent. per annum, the extra income accruing to the banks from 
these assets would have been of the order of £2.2 millions—or {1.3 millions 
less than the fall in income from T.D.R.s. It is possible, of course, that some 
of the new bills were commercial bills, which now carry a somewhat better 
margin above the Treasury bill rate than they formerly did, but over the year 
as a whole this cannot have brought very much extra grist to the clearing 
banks’ mill; indeed, the reduction of some of the special acceptance credits 
(out of the proceeds of new issues) granted for the financing of stocks may 
have actually diminished the flow of bills to the banks. These various estimates 
suggest that total income from the banks’ earning assets rose during the year 
by at least £4 millions—and probably by rather more than that. Deposit 
accounts—and thus interest paid on them—were little changed. 

The banks certainly also secured an increased revenue from their provision 
of miscellaneous services in 1950, as well as from commission charges for the 
conduct of bank accounts. Trustee business is known to have enjoyed a 
particularly good year, but charges here are still rather small. A more impor- 


TABLE III 
CLEARING BANK LIABILITIES 
(£ millions) 





- —— —— DEposiTs * - —, ACCEPTANCES, 
Change Increase ETc. 

4t Dec. 31 1938+ 1948 1949 1950 in 1950 since 1938 1949 1950 

0/ 0° 

/0 oO 
Barclays Aa 429.3 1262.8 1254.4 1272.2 t I.4 196 47.4 64.6 
Lloyds a 391.9 1122.6 1130.9 1147.7 + 1.5 193 67.5 96.2 
Midland os 468.3 1318.3 1321.0 1364.0 + 3.2 192 56.7 78.1 
Nat. Provincial 305.3 768.1 776.5 838.3 + 8.0 175 2$.9 98.2 
Westminster 348.4 837.3 807.7 815.1 + 0.9 134 31.1 51.5 
Martins ay 99.1 288.2 305.1 303.2 - 0.6 206 21.8 29.9 
District 82.1 225.6 231.3 230.7 + 3.6 r92 7.5 13.0 
W. Deacon’s 37-5 119.9 118.9 130.8 +I0.0 249 5.9 8.7 
Glyn Mills 32.4 75.0 77.0 77.2 + 0.3 138 6.6 10.1 
Coutts 23.0 52.0 50.7 48.8 —- 3.8 rm2 1.6 2.4 
National 30.7 hs 71.8 72.4 - 0.8 97 0.9 ‘2 


* Excluding balances from subsidiaries and excluding profit carried forward 
+ Weekly averages for December. 


tant effect on bank earnings was probably exerted by the 18 per cent. increase 
in total turnover of British foreign trade in 1950; it seems probable that the 
earnings of “‘ foreign ’’ departments will have appreciably increased. Similar 
— in other bank earnings are indicated by the rise in new issues (from 

8 millions in 1949 to £313 millions in 1950, according to the Midland Bank’s 
sr ation) and the rise in money turnover (from £87,946 millions at the 
main London and Provincial clearings in 1949 to £96,317 millions in 1950). 
Moreover, commission rates—as distinct from the volume of business on which 
commissions were charged—again edged upwards in 1950. 

It is impossible to make any reliable estimate of the increase in earnings 
from these miscellaneous sources—the yield from which, though of steadily 
growing importance, is only moderate when compared with the yield of earning 
assets. It may be reasonable to assume, however, that the increase was at 
least sufficient to finance any increase in general administrative charges (such 
as the costs of upkeep of premises, stationery, etc.) and perhaps even to cover 
any increase in the bill for basic salaries and for the customary annual revision 
of the salaries of those on “ overscale ’’ rates (i.e. those in appointed and other 
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better-paid banking positions). It is unlikely, however, to have left any 
margin available towards meeting the much larger bill for the 1950 increase in 
cost-of-living payments to the staff and to pensioners. As reported in THE 
BANKER last month, these payments rose from 15 per cent. to 20 per cent. of 
basic salaries (and from 7} per cent. to 10 per cent. of pensions) for all the big 


banks except the Midland (whose payments totalled 17} per cent. and 8? per 


cent. respectively). The total cost to the clearing banks of these increases must 
have been almost {3 millions. When set against the estimated increase of at 
TABLE IV 
MAIN EARNING ASSETS 


£ millions) 


a INVESTMENTS* ——-—- co \DVANCES ¢ —-——~ 
Change Chang: 
1¢ Dec. 31 1938 1949 1950 in 1950 1938} 1949 1950 1” 1950 
of, 
Barclays 98.4 302.5 310.9 Py 197.0 290.1 323.7 + 9.3 
Lloyds , 109.9 273.4 $73.7 + O.1 163.5 271.2 288.8 + 6.5 
Midland - 122.0 289.5 301.2 + 4.0 207.4 331.1 344-3 + 4.0 
Nat. Provincial 84.0 157.0 159.5 + r.6 139.4 230.1 246.0 + 6.4 
Westminster 112.2 224.6 209.6 6.7 133.4 190.1 208.9 + 9.9 
Martins 35.1 75.1 74.4 0.9 43-5 68.7 74.8 + 8.9 
District , 29.3 75.3 72.0 1.0 31.1 $5.0 50.4 + 23.2 
W. Deacon’s 11.6 35.1 7.3 t 6.3 14.4 24.8 31.1 + 25. 
Glyn Mills 10.7 20.4 24.2 23:7 9.6 13.8 15.8 + 14. 
Coutts 7.6 19.4 19.4 9.3 10.9 12.8 + 17.4 
National ; 14.2 31.6 32.8 3.8 is 21.9 25.5 + 16.4 
* Excluding ‘ Trade ”’ investments, et« + Excluding balances with, or loans to, subsidiaries 
t Weekly averages for December 
TABLE V 
LIQUID ASSETS 
(£ millions) 
Cash Ratio Call Money Discounts T.D.R.s 
At Dec. 31 1949 1950 1949 1950 1949 1950 1949 195! 
Barclays 3.78 8.25 85.8 88.0 260.8 315.0 171.5 97.5 
Lloyds 8.22 8.41 112.0 116.1 195.2 230.1 140.5 84.0 
Midland 8.34 8.33 84.2 83.4 320.1 399.6 176.5 100, 5 
Nat. Provincial 8.79 $.62 82.6 84.0 122.2 197.1 98.5 59. 
Westminster 8.99 9.48 87.6 101.7 102.4 134.1 110.5 60.5 
Martins 8.56 8.09 $1.1 38.7 47.5 50.3 38.5 22.6 
District 8.54 8.27 15.7 Ce 43-4 45.5 31.0 17.6 
W. Deacon's 8.05 5.54 14.7 15.3 11.2 15.4 16.5 9.5 
Glyn Mills 8.37 6.95 23.2 0.3 3.¢ 3 5.0 3.5 
Coutts 3.32 5.15 10.2 5.5 1.5 1.5 4.0 2.¢ 
National 7.99 7.82 £3.97 10.7t 0.9 0.9 0.5 Nil 


*As officially computed, i.e. based on deposits as defined for purposes of the monthly statements 
+ Treasury bills included with call money 


least £4 millions in earnings from balance sheet items, this would suggest that 
net trading profits may have risen by rather more than {1 million last year. 
Against this, however, the banks will have had to pay the higher rate of 
distributed profits tax (which was introduced immediately after devaluation) 
for the full twelve months, compared with only three months in 1949; this 
increase will have cost them between £300,000 and £400,000. As already 
noted, no writing-down of gilt-edged investments has been needed during the 
year (as distinct from provision against the risk of future depreciation), and 
bad debts experience is believed to have been normal. In other words, the 
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indicated gain in net profits, before allowing for income tax, was appreciably 
se assumptions—than the £200,000 rise in published profits. 

All the indications are, therefore, that the banks had a better year in 
1950 than in 1949. Unfortunately, owing to the inscrutable form of their 
published accounts, it is impossible to say whether the improvement in their 
trading position was greater than the average improvement shown by other 
enterprises; and it is also impossible to say, Grae the published figures, whether 
they improved from a position of relative strength. 

Simple arithmetic suggests, however, that they did not. Between 1938 
and 1949 the gross income of all enterprises (as shown in the National Income 
White Pape r) increased by just under 140 per cent.; the gross income of the 
clearing banks (before salaries and general charges), to judge by calculations 
made along the same lines as those made above for 1950, cannot have increased 
by much more than 80 per cent. The reasons for this slower rate of increase 
are obvious. Although the average resources employable by the banks have 
risen by 160 per cent. since 1938 and although banking turnover has necessarily 
increased with the turnover of goods and services in general (and although 
prime costs have not been proportionately increased thereby), the price that 
can be obtained from provision of the banks’ main service—that of lending 
money—is about the only price that has actually fallen since 1938. And, 
despite the rise in the ratio of advances to deposits since 1945, there has been 
a marked shift, by contrast with pre-war days, towards the less remunerative 
avenues for employment of funds. 

Moreover, the high degree of competition in the provision of banking 
services has prevented other charges to customers from rising as fast as they 
might have done. The banks are also beset by difficulties that haunt many 
of their customers; they need greater capital and reserves for replacement of 
their premises and equipment at present high prices and larger capital resources 
—notably inner resources—to provide against the risk of depreciation of their 
vastly increased volume of investments and other assets. 

There is no sign, moreover, that these broad influences that have been 
restraining the rise in bank earnings (relative to bank costs and to incomes in 
general) are likely to be reversed—not, at least, sufficiently to afford any 
major relief. The rise in advances will continue, and so, too, on a longer view, 
may that in the proportion of advances to deposits—but not if defence is 
financed by policies and processes analogous to those of the war, for those 
would produce a steep further rise in deposits and in portfolios of Government 
securities. But even though a further rise in the advances ratio may bring 
a little relief, there seems small chance of the major relief that might come 
from a substantial increase in the average return on advances. And if such an 
increase were to happen, the banks might even greet it with dismay—because 
they would have to pay a heavy price for it, in the shape of large depreciation 
on their investments. Inde ed, fear of such a depreciation has subconsciously 
played a large part in the City’s loss of faith in the efficacy of the rate of interest 
as an instrument of public policy. On top of all this is the added vulnerability 
of the advances structure in consequence of the Western world’s plunge into 
defence outlays. However improbable it may seem that the need for such 
outlays might diminish, no prudent banker dare assume that the present levels 
of world commodity prices and boom activity in the national economy in 
general will be sustained indefinitely; and any perceptible recession in either 
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sphere would have speedy repercussions upon the solvency of a proportion of 
borrowers from the banks. Meanwhile, the development of the defence 
wrganization will bring its own crop of dislocations in private business 


THE SALARIES PROBLEM 
Every bank man knows to his cost what have been the consequences of the 
squeeze ’’ between general administrative costs that have probably mounted 
at least as fast as those in other industries and revenues that have not. Inevit- 
ibly, limits have been set to the scope for increase in the bill for salaries. This 
emerges clearly from the accompanying Table VI. The first column of that 
table shows an estimate of average salaries in the “ Big Five ” banks at various 
points in the scale obtaining in 1939; these figures, which appeared in a recent 
issue of The Economist, are necessarily a broad approximation, but they 
represent the best data available. The second column of the table shows the 
range of salaries believed to be paid by the clearing banks under their various 
‘consolidation ’ scales introduced at the end of 1946 (scales that are still 
in operation). The third column shows the basic salaries sought under the 
‘ petition ’ recently organized by the National Union of Bank Employees— 
a petition that is reported to have been signed by two bank employees out of 
every three (even though Union membership as such still embraces appreciably 
less than half the bank staffs in the country). 


TaBLE VI 
: BANK CLERKS’ BASIC SALARIES 


fs per annum) 


1939 Present Scale N.U.B.E. “ Petition “ 
Entry at 17 60 135-150 190 
5 years’ service 135 210-230 290 
io x ‘ ' 255 350-375 390 
15 ins i 300 $7 5-500 515 
00 ss : “ 640 


[t is true that the absolute figures given in column 2 of the table tend to 
understate the average remuneration received. In the first place, nearly all the 
big banks pay retirement pensions without exacting contributions therefor 
out of salaries (the pension generally amounts to about two-thirds of the 
basic salary earned in the employee’s final working year) and contribute to a 
mutual insurance scheme for widows and orphans. Secondly, basic salaries 
are supplemented in some banks by certain special payments, such as dear 
living allowances for those who work in large towns (amounting to £30 or £40 
per annum for those who work in London) and by children’s allowances (some- 
times ranging up to {25 per child). But the fact remains that a clerk with 
fifteen years’ service who did not receive any of these special allowances in 
1950 (except for a 17} or 20 per cent. cost-of-living payment) would have 
received at most 67 per cent. more than his predecessors did in 1938; this 
contrasts with a rise of 90 per cent. in the Oxford Institute of Statistics 

salaried staff cost-of-living index ’’ between 1938- -49 and with a rise of 129 
per cent. in average industrial earnings.* It is impossible to give any com- 
parable figures for changes in “ overscale "’ salaries (which are revised annually 





* See “ Bulletin of Oxford Institute of Statistics '’ for June and October, 1950 
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and which differ fairly widely from bank to bank). But it is unlikely that 
they have gone up in greater proportion than have basic salaries; the proba- 
bility is, indeed, that they have gone up less. It should be added, of course, 
that there is no doubt that the total salary bill falling on the banks has risen 
much more than proportionately to the rise in salary scales—partly because 
the staffs themselves are larger (in consequence of the increased complexity 
of work to be done in these days of exchange control, etc.), but especially 
because of the increasingly onerous incidence of the age-distribution of staffs. 

The fall in the real standard of life of many bank clerks, however, is not 
merely a personal problem for the men concerned. It is also—and perhaps even 
more urgently—a problem for the banks themselves. The traditional strength of 
British banking has been built up very largely on the quality and contentment 
of its staff. And the evident importance of smooth relations between staff 
and management has in the past provided the main support for the conten- 
tion of many bank men that internal staff associations are a more appropriate 
form of staff organization in banking than are national trade unions. The latter, 
it has been widely argued, may by their nature tend to exploit rather than 
smooth over difficulties and may also, if badly managed, lead to the sort of 
sorry spectacle that has been causing such harm to Irish bank staffs in the 
past few weeks. But to assert that “ easy ”’ staff relations depend entirely on 
the appropriateness of staft organization is to confuse cause with effect. The 
innate strength of staff re lationships i in British banking in the past has depended 
not on the form of employees’ organization chosen, but on the absence of any 
real discontent among bank staffs with the remuneration offered for a remark- 
ably stable job in an economy that was not otherwise notable for security of 
employment. The reaction from this state of reasonable contentment should 
not be exaggerated as a result of such isolated incidents as the recent dispute 
between the management and the now dissolving Staff Association of the 
Midland Bank over the rate of the Christmas cash payment in that bank. 
But it is clear, at best, that falling standards must have an adverse effect on 
new recruitment. 


It is here that the bank salary problem merges into the much larger bank 
staff problem. The latter problem, which has often been discussed in THE 
BANKER, can best be summarized under two heads. First, there are the 
alarming barriers likely to stand in the way of recruitment of men of the right 
calibre in the next few ye ‘ars—including the shortage of 17-year-olds due to the 
falling birth rate in the 1930’s, the lesse ‘ned attractions of a “ secure ’’ job in 
a “ full employment ’’ economy, the unsettling effect of national service, and 
the wider opportunities for former potential clerks to go on to the universities. 
Secondly, there is the familiar “ bulge ”’ in staff, between the ages of 40 and »— 
a bulge that is already inflating bank salary bills (since many of those still in 
subordinate positions are near the top of the basic salary scale) and that will 
begin to inflate pensions bills very seriously in just over ten years’ time. These 
two factors between them mean that the banks are likely to face heavy outlays 
over the next few years for the remuneration of their older servants and pen- 
sioners—and that they may have to increase remuneration lower down the 
ladder if they are to entice new recruits fit to take those older servants’ places. 
Their resistance to granting salary increases right across the board is therefore 
as inevitable as it is understandable. 
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It follows, of course, that any step that the banks can take to ease their 


present staff problem will, ipso facto, be a step towards lessening that resistance. 


One such step, which was reported in THE BANKER last November, was the 


offer of a fairly large capital sum by the Clydesdale & North of Scotland Bank 
to all members of their staff between the ages of 36 and 46 who were willing 
to move to other occupations; this offer is reported to have met with an 
encouraging response. Another has been the move towards setting up pensions 
funds, to which annual payments are made to provide for future pension 
liabilities, instead of leaving current profits merely to provide for current 
pensions. Such desirable arrangements as these do not, of course, afford any 
relief from the problem of the “‘ squeeze "’ between charges and current earnings. 
On the contrary, by prudently spreading over a longer pe riod the incidence « of 
the future burden of pensions when the “ bulge ” exerts its effects upon them, 
they further reduce the margin of earnings available for free reserves or other 
purposes; they do, however, bring with them some savings on current tax 
liabilities. Other moves have been the increased mechanization within the 
banks, the more carefully planned use of women staff and the new approach 

to staff training that has been such a feature of the post-war period. 
Unfortunately—and here one returns again to the most legitimate grounds 
of complaint against the banks in this conte xt—it is impossible to tell from 

TaBLeE VII 
\MERICAN BANK'S “ STATEMENT OF CURRENT EARNINGS” 


(Each item as °% of Gross Current Earnings) 


Current Operating Earnings | Current Operating Expenses 
Interest on Loans : ‘se .. 35 | Interest Paid : ae ‘ia can Jn 
Interest and Dividends on Securities | Salaries .. kece S 

(net after amortization) ad cms Provi ision for Taxes and Assessments «a. Se 
Other current operating earnings (in- Net operating cost of premises (including 
cluding net remitted earnings of | real estate taxes and depreciation) .. 5 
foreign branches) 2 Other current operating expenses ca 
— | —_— 
100 74 
. } a 
Net Current Operating Earnings . 


published reports how far costs are being reduced (and how far, therefore, the 
total size of the available cake is being increased, or its shrinkage checked) by 
steps of this sort. The accompanying Table VII shows the form of “‘ statement 
of current operating earnings’’ now published by many American banks, 
together with what seems to be a representative sample of the percentage 
accounted for by each head of earnings and expenditure. It will be noted that 
the salary bill in America seems often to account for about 30 per cent. of 
current operating earnings. It would be surprising if the proportion absorbed 
by the salary bill in Britain was not considerably higher; if an estimate of 
{60 millions for the clearing banks’ annual bill for salaries and pensions is 
reasonable, then its proportion of total current earnings may exceed 40 per 
cent. Altogether, it appears a reasonable presumption that the banks’ present 
resistance to salary demands is based on all-too-justified doubts about ability 
to pay; but, reasonable or not, that is still only a presumption. The banks’ 
case will perforce remain not proven so long as the aura of mystery that 
enshrouds that ill-defined concept of hidden reserves (a mystery that is partly 
necessary and partly anachronistic) prevents them from laying the facts of 
the problem fairly and squarely before both their staffs and the public. 
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The German Payments Crisis 
By M. J. Bonn 


HE European Payments Union was conceived as a first step towards closer 
T economic integration of Western Europe. After a good deal of vociferous 
“ groping, E.C.A. had grasped the fact that hollering for a customs union 
made no sense, since trade was not held up by customs tariffs and kindred 
measures, but by exchange controls coupled with quotas and licences. It 
therefore induced the beneficiaries of Marshall Aid to create a European clearing 
bloc, within which currencies arising from current transactions would be freely 
convertible, and quota restrictions were to disappear. These liberalizing 
measures, it assumed, would enable member countries to satisfy each other’s 
wants to a growing degree by reciprocal exchanges, and thus reduce their 
dependence on dollar imports. By instituting a reciprocal clearing system, the 
need of reserves would be greatly reduced, and by granting each other mutual 
credit assistance, a mechanism for the European bloc was evolved as a substitute 
for the free exchange system that had existed before the great crisis. 

Germany’s participation in E.P.U., though most satisfactory politically, 
involved some great risks. Her economy had suffered far greater physical 
destruction in the war than that of the other members; during five years it 
had been deliberately contracted for reasons of security and it was still shackled. 
Her merchant marine, her foreign investments and her patents had been taken 
over. She had lost one-fifth of her territory, but had had to admit eight 
million refugees and deportees. She had undergone a successful, but very 
severe, currency reform, which had wiped out most mobile wealth. She will 
have to recognize the debts of the defunct Reich, public as well as private 
debts; until this is done, hardly any form of foreign credits are open to her. 
Her potential balance of commerce is almost identical with her potential 
balance of payments. There are few non-trade items in it. Moreover, as 
the ‘‘ quotas ’’ (and thus the borrowing rights) under E.P.U. were dependent 
on the volume of each country’s payments and receipts in 1949, Germany’s 
quota was small. Of the sum total of quotas of 3,950 units, Germany received 
320 units, a little less than the Netherlands. 

When E.P.U. started, Germany’s reserves were very small. On June 30 
last, the central banking system held $390 millions (under control of the High 
Commission). These were not earmarked for E.P.U., for at this time German 
imports from non-participating countries were almost as large as those from 
E.P.U. members. The main reserve for unfavourable trade within E.P.U. 
was the quota, of which only $192 millions could be regarded as credits; the 
other $128 millions had to be paid out in gold. 

Yet in the early summer of last year, it looked as if Germany's fundamental 
difficulties had been overcome. Thanks to United States help, imports had 
risen from $843 millions in 1947 to $1,588 millions in 1948 and to $2,237 
millions in 1949; they had made possible an expansion of exports from $315 
millions in 1947 to $642 millions in 1948 and $1,123 millions in 1949. The 
deficit in these three years was almost covered by United States aid. By the 
end of 1949, recovery had gathered speed. The index of production had gone 
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up from 96 per cent. of the 1936 level in December, 1949, to 107 per cent. last 
June; crude steel output in the same period had grown from 812,000 tons to 
1,006,000 tons; the number of unemployed had declined from almost 2 millions 
in February to a little over 1} millions in June. 

This great upswing in production could not have taken place without 
credit expansion. Note circulation had risen from Dm. 7,610 millions in 
January, 1950, to Dm. 8,160 millions in June and Dm. 8,238 ‘millions 3 in July. 
Bank deposits in this period had risen from Dm. 14,400 wéilliains to Dm. 19,400 
millions. Short-term credits had gone up from Dm. 10,753 millions in January 
to Dm. 11,900 millions in April and Dm. 1 13,331 millions in June; in September 
they reached Dm. 14,361 millions. Many of these credits had to be used for 
intermediary financing of domestic investment; the shortage of actual savings 
was very great. Domestic purchasing power naturally increased, and this 
necessitated more imports of raw materials and foodstuffs. Some of the 
Federal Government’s financial measures contributed to the domestic boom. 

Germany had taken energetic action in liberalizing her trade with the 
E.P.U. countries, and had freed over 50 per cent. of her hitherto quantitatively 
restricted imports. There had seemed to be little danger in doing so. The 
monthly average of imports had actually declined from $212 millions in the 
last quarter of 1949, to $198 millions in the first quarter of 1950, and to $176 
millions in the second quarter; exports rose over the same period from $95 
millions through $119 millions to $141 millions. The average monthly deficit 
of $117 millions for the last quarter of 1949 had shrunk to $79 millions in the 
first quarter of 1950 and to $35 millions in the second quarter; as $49 millions 
and $32 millions of these re spective quarterly deficits were covered by American 
aid, the — that Germany had to provide for from her own resources 
dwindle d to $30 millions in the first quarter and to $3 millions in the second 


CRISIS AFTER KOREA 


fhe main reason for the decline of imports was the fall, actual and antici- 
pated, in prices. As imported goods were getting cheaper, importers expected 
a further fall and held back. As a result of this restraint, German stockpiles 
remained very low. 

The Korean war inverted the picture completely. It was clear that prices 
would soar to new heights and, at the same time, many Germans expected an 
imminent revaluation of sterling. In these circumstances, importers bought 
goods or sterling ahead, in order to cover themselves against further rises. 
The public, too, hoarded a little; the appeal of the usually sober Swiss Govern- 
ment to its subjects to lay in reserves, naturally affected neighbouring coun- 
tries. German imports in the third quarter of 1950 jumped from a previous 
monthly average of $176 millions to $223 millions (Sr20 millions for raw 
materials and $103 millions for food), of which $40 millions were covered by 
United States assistance; exports rose from $140. . millions to $162 millions. 
In August the situation improve ‘d slightly and the deticit dropped to just under 
$28 millions compared with $51.3 millions in July, But it jumped to $73.3 
millions in September, and to $98 millions in October. This total four-months’ 
deficit of $252 millions in the balance of trade threatened to swallow up 
Germany’s E.P.U. quota of $320 millions. 


to 
ns 


at 
in 


90 
ry 
er 
Or 


BS 


‘is 


RT | ya 





THE GERMAN PAYMENTS CRISIS 95 


EE eee 











This German crisis, unlike the British crisis in the summer of 1949, was 
clearly an import, not an export crisis. The German mark was not over-valued ; 
exports did not, as they did in Great Britain, fall off because costs of production 
were too high. Though the wholesale price index for basic materials rose from 
205 in December, 1949, to 245 in September, 1950, the German cost-of-living 
index actually went down from 156 to 148. There was no flight from the mark, 
and mark rates in Zurich remained stable between 80 and 89 centimes. The 
index of production rose all the time. With a short break in July and Septem- 
ber (due perhaps to holding back in the expectation of higher prices, or to the 
holidays), exports went on expanding rapidly from $140 millions in May to 
$178 millions in August and $240 millions in December. 

The deficit cannot, however, be wholly explained by the growth of imports, 
though their rise from $161 millions in M: ay to $312 millions in October and to 
$316 millions in December was the greatest single factor contributing to it. 
The total trade deficit from July to October was estimated at $156 millions, 
but the payments deficit amounted to $301 millions. A gap of $145 millions 
had to be accounted for. Its main cause was the change in the conditions of 
payments. In the buyers’ market that had prevailed during the first half of 
the year, Germany could pay cash on delivery; when the sellers’ market 
returned, she had frequently to pay ahead of deliveries. Her importers bought 
forward currency, or concluded contracts that were not executed immediately. 
Some of them undoubtedly hoarded the exchange the y had acquired, hoping 
for its appreciation. Exporters, on the other hand, had granted customers 
easy, long extended terms of payment—they had to get back into business. 
Being able to get credit at home, they could wait for the return of their cash. 

All this could not have happe ned but for the previous expansion of credits, 
dene to which banks were in a position to finance importers and help expor- 
ters. In the first half of the year, acceptance credits had declined from 
Dm. 1,587 millions (May 31) to Dm. 1,499 millions (August 15)—but imports 
had fallen off during this period. By September 15 acceptance credits had 
mounted to just under Dm. 1,600 millions; a fortnight later they were up 
to Dm. 1,745, and on November 15 they re ached a peak of almost Dm. 1,970 
millions. From June 30 to October 15 the liability of the Bank Deutscher 
Laender on foreign trade engagements rose from Dm. 1,200 millions to 
Dm. 2,453 millions. 

The upswing in imports and in the demand for exchange to pay for them 
had resulted, to a considerable degree, from Germany’s liberalization policy. 
Germany had more than carried out the obligations imposed upon her by 
E.P.U., and liberalized 53 per cent. of her private trade with her partners 
By the middle of October, 1950, she had issued unrestricted import licences 
for $1,225 millions; of these, $1,200 millions, including $90 millions in special 
permits, applied to E.P.U. countries. Had these licences been fully used, an 
inflow of goods covering fully six months at the rate of the October imports 
could have taken place. This had greatly contributed to the smooth functioning 
of E.P.U.; about 70 per cent. of German imports came from E.P.U. countries 
last autumn ag vainst 50 per cent. in the preceding year. But the countries 
exporting these goods had not all liberalized their imports from Germany to 
the same degree or at the same time. Great Britain fell into line only in 
September, and Britain’s oversea Dominions and Dependencies still profited 
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from German liberalization by selling gcods through their metropolis, without 
offering corresponding advantages to Germany. Since the beginning of 1940, 
imports to Germany from E.P. U. countries have risen by 300 per cent., and 
German exports to them by only 50 per cent. This switch has made Germany’ s 
balance of payments with the non-E.P.U. countries relatively favourable. Its 
deficit with countries outside E.P.U. fell from $270 millions in the last quarter 
of 1949 to $79 millions in the third quarter of 1950, and as a considerable part 
of that trade ($119 millions in the third quarter of 1950) was covered by 
American aid Germany actually had a surplus of $40 millions in that quarter 
and of $70 millions in the entire period from non-E.P.U. trade. Since an 
E.P.U. member can, for a time at least, meet its deficit in E.P.U. from a 
credit at very low rates, there is some inducement to it to throw most of its 
energies into exports to non-E.P.U. countries. 

The German Government and O.E.E.C. are of the opinion that the present 
crisis is mainly due to the temporary divergences of import and export payment 
dates, and is not a genuine deficit crisis. If they are right, there would be 
little to worry about. Such divergences are well-known features of international 
trade. Even before the war, Europe’s balance of payments was usually 
adverse during the period when United States raw materials and foodstuffs 
were shippe d; it righted itself later on when these exports ceased while 
Europe’s exports and services continued. Had one struck a monthly or even a 
weekly balance in those days, as happens under E.P.U., one might easily 
have experienced some statistical shocks. German forward buying of goods 
and especially of exchange, if done intelligently, need not worry anybody. Its 
results would be that in the coming months goods would come in that have 
already been paid for and that need not be offset by exports. Since they 
would have been bought at relatively low prices, importers, manufacturers 
and consumers would all profit. Bills of exchange that had been bought 
forward could not be hoarded profitably for a long time. With rising com- 
modity prices, their purchasing power would quickly decline; they “would 
have to be used for buying goods, the hoarding of which might be profitable, 
but the entry of which into Germany would not burden her balance of pay- 
ments. Alternatively, exchange would have to be sold back to the Bank 
Deutscher Laender; this w ould ease the balance of payments. There would, 
of course, be a remnant of clandestine hoarding by investment abroad. 


”»> 


““ DEFLATIONARY ”’ REMEDIES ? 


The impending exhaustion of Germany’s quota aroused great excitement. 
She was accused of irresponsible forward buying, of importing vast quantities 
of luxury goods, of frivolously having scrapped all controls. Attacks started 
from two different points of view. Some members of E.P.U. rightly saw in 
the German crisis a grave menace to E.P.U. If Germany availed herself of 
the “escape clause ’’ (paragraph 62 of the E.P.U. agreement, which permits 
the suspension of measures of liberalization “‘ on a temporary basis ’’), exports 
of other members would greatly suffer. Countries like the Netherlands or 
Denmark, which had run E.P.U. deficits of $42.7 millions and $28.6 millions 
respectively by October, could hardly have survived in E.P.U. had Germany 
closed her doors. On the other side, the professional planners, to whom 
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Germany's attempt to get rid of rationing and physical controls was anathema, 
sloated over what seemed the breakdown of liberalization. 

The Federal Government and the Bank Deutscher Laender immediately 
took corrective measures. The Bank raised the reserves that the commercial 
banks kept with the central banks by 50 per cent. for current deposits and 
100 per cent. for time deposits; it also advanced the bank rate from 4 to 
6 per cent. It recognized that the issue of import licences, especially for 
liberalized goods, had been too generous and cancelled all those that had not 
yet been used. On November 10, the number of outstanding licences had 
fallen to $683 millions (approximately the level prevailing in the first half of 
the year), compared with $1,114 millions on October 10. Applicants for a 
new licence had to deposit with their banks 50 per cent. of its value in cash; 
this 50 per cent. was blocked by the regional central bank until the goods had 
reached Germany. Since December 23 this deposit has been reduced to 25 
per cent. Acceptance credits were restricted by the commercial banks to the 
level of October 12. The issue of licences for non-liberalized goods was tem- 
porarily stopped and controls over the delivery of exchange from exporters 
were strengthened. 

The situation was discussed by the management committee of E.P.U. The 
German Government was advised to refrain from further liberalization and to 
reduce imports of non-liberalized goods to a minimum. Professor Alexander 
Cairncross, head of the economic research department of O.E.E.C., and Mr. 
Per Jacobsson, a director of the Bank for International Settlements, were 
appointed to enquire into the matter. Their report was handed in on Novem- 
ber 20, and was followed by a supplement on December 15. These have not 
been published in extenso, but the outlines of the main report are known 
through the Press. They corroborated more or less the interpretation of the 
situation by the German Government. They refuted the statement that luxury 
imports had flooded the market—though they suggested some restrictions. 
They criticized the too rapid credit expansion, and had some criticisms to levy 
against German public finance. They approved the measures the Government 
had already taken and added a number of new proposals. They saw no reason 
for devaluation and opposed the use of the escape clause; they advised the 
preservation of liberalization and asked other E.P.U. members to give Germany 
corresponding import facilities. 

Even before the report had been handed in, the Council of the O.E.E.C., 
which controls E.P.U., had adopted a plan under which a credit from E.P.U. 
of $120 millions, to be repayable after May, 1951, in six monthly instalments, 
was to be granted to Germany; another $60 millions was to be provided 
from funds belonging to Germany, which were to be released. The sum of 
Germany’s quota and special borrowing rights now amounts to $500 millions, 
or to 15 per cent. of a notional trade turnover of $3,333 millions; the previous 
$320 millions quota had reflected a trade turnover of only $2,133 millions. 
Germany’s trade in 1950 exceeded both figures; it amounted to about $4,700 
millions. After the German Government had agreed to the reforms demanded 
of it, the relief measures became effective and $32 millions of the credit has 
already been taken up. 

Germany’s internal policy now wears a deflationary aspect. But it is 
not aimed at deflating prices and costs in order to raise the currency’s pur- 
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chasing power parity. The almost uninterrupted upswing of exports shows 
that German costs are not too high; Germany’s competitiv e capacity has 
successfully withstood the discrimination levelled against it in October, 1949, 
when she was not allowed to devalue at the same rate as most of her rivals. 
There is no need in Germany to push prices down by forcing on the market 
accumulated stocks—there are none -and no intention of contracting output 
because of an imminent glut. Siete markets have once more become sellers 
markets and are avid for German goods, any cuts in prices or wages would be 
superfluous. Total output must be increased, and a growing percentage must 
be exported. In order to facilitate this, the turnover tax has been taken off 
export goods; special export credits and export credit guarantees have been 
provided ; selected raw material imports are being favoured. Home consump- 
tion is to be deflated to make way for greater exports and greater Savings. 
Since shortage of capital is Germany’s greatest handicap, its formation is to be 
stimulated by higher rates for genuine savings. The limitation of dividends 
to 6 per cent. has been scrapped. Unemployment theories based on over- 
saving should be kept in the refrigerator for a long time before they can be 
applied to Germany. Even her most fanatic doctrinaires would not try to 
stimulate greater and cheaper output by deliberately increasing unemployment; 
no such incitement to work is needed. 

So far few of the well-known indications of deflation are visible. Circulation 
has not gone down; commercial credits, with the exception of acceptances, 
expanded in November, though at a slower rate. Prices have increased in 
the wake of returning shortages, but the cost-of-living index in December had 
risen by barely two points; Germany's competitive price level remained 
unimpaired. In November the production index of investment goods rose to 
134.3, and that of other capital goods to 141.2 

Until the middle of November, une mploy me nt hardly increased; it stood 
at 1,316,000 at the end of the month, still a little below the middle of Se ptember 
rate. Since then, the situation has worsened considerably. The number of 
unemploved is now over 13 millions. sut this can hardly be attributed to 
deflation. Unemployment is highest in the building trade and other open-air 
occupations, where an early and severe winter contracted operations. It is 
intensified by a dearth of raw materials, especially of coal, and not by defla- 
tionary measures. Coal production, at about 10 million tons in November, 
is the highest since the war, but it has not offset some earlier lags in the rate 
of increase, due to fear of declining demand. A number of industries are short 
of imported materials. But for forward buying, their situation would be 
desperate. It would be very hasty to ascribe the spread of unemployment to 
ruthless capitalist deflation. In a deficit economy, physical factors, not money 
manipulations, play the decisive part. 

here is a chance that this quasi-deflation will succeed. _ Its success would 
save E.P.U. (which could hardly survive the breakdown of one of its important 
members) and would also prove that “‘ obsolete ’’ banking and credit policies 
still have some efficacy. Its failure, on the other hand, would merely demon- 
strate that an economy which has been more or less systematically mishandled 
for nearly a decade cannot be made to function satisfactorily by temporary 
credit schemes, espe¢ ‘ially in conditions of worldwide “ siege economics ”. 
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Differences in Scottish and English 
Banking 


Il — Differences of Practice 


By F. S. Taylor 


T was pointed out in the first article in this series that the right of the 
[scottis banks to issue their own notes underlay and conditioned the 

development of the whole Scottish banking system. It was responsible for 
the development of branch systems at a comparatively early stage because the 
ability to sup yply branches with till mone y at trifling cost made branches com- 
paratively inexpe nsive. In addition, the fact that notes, issued in the country 
but payable in Edinburgh or Glasgow, remained in circulation for considerable 
periods meant that the Scottish banks—like other private banks of the period 

-had managed to develop a cheap method of borrowing from the public. 

The Scottish bankers of the eighteenth and early nineteenth centuries were 
well aware of this. In evidence before the Select Committee on Promissory 
Notes in Scotland and Ireland in 1826 several prominent bankers stated clearly 
that they regarded their cash credits (which were an early method of borrowing 
by fluctuating overdraft rather than by bills or loans for fixed periods) as.a 
means of putting notes into circulation. Bank deposits, too, were welcomed 
largely because they provided a medium through which the note circulation 
could be increased; although deposits might originally be received in the form 
of coin or the notes of other banks, they were invariably repaid in the bank’s 
own notes and therefore helped to increase the circulation. 

This advantage attached to the attraction of deposits largely explains why, 
from very carly times until 1892, Scottish banks were willing to pay interest 
on their deposits, whether on current account or on deposit receipt. No notice 
of withdrawal was required for money lodged on deposit receipt, though 
generally no interest was allowed unless the money had been deposited for 
thirty days, and no counter-charges or commissions on turnover were levied 
on current accounts. In England the situation was very different. When the 
first London joint stock banks were founded, the intention was that they 
should provide the public with the same facilities as were offered by the 
Scottish banks. It was soon found, however, that this was impossible without 
the right of note issue. The London priv ate bankers had for long operated 
current accounts on which no interest was allowed, but for which no charge 
was made so long as a remunerative balance was kept; perhaps the main 
inducement that they held out to depositors was that they would discount 
bills only for those who maintained satisfactory accounts with them. The 
country bankers, on the other hand, had allowed interest on current accounts, 
but had made charges, which were usually based on the turnover on the debit 
side of the account. The new joint stock banks eventually adopted both 
systems; they paid no interest and levied no charges on larg ye accounts in 
London, but they did pay interest and levy charges in the provinces. 

Thus, even before the use of cheques had become general, it was recognized 
in England that the possession of a current account was a convenience to the 
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customer for which the bank deserved to be remunerated, either in the form 
of a satisfactory balance or by a commission. In Scotland, on the other hand, 
the bankers themselves regarded their deposits as something that benefited 
them and for which they had therefore to pay the public. During the first 
half of the nineteenth century, indeed, the Scottish banking system could 
be, and was, described as an expansion of the savings bank principle. Cheques 
could be drawn, but they were not used for payment of accounts. Local 
payments were made in notes and remittances were made by bank drafts. 

Cheques, of course, were in general use in London before the end of the 
eighteenth century, but in the provinces bills of exchange remained the more 
general means of payment for many years; it was not until the second half 
of the nineteenth century that cheques began to assume real importance. 
When they did become important, their wider use and the expansion of 
branch systems added considerably to the banks’ overhead expenses, and at 
the same time the fall in interest rates reduced the banks’ incomes. In this 
situation it was comparatively easy for the English banks, which had already 
established the principle that the depositor should pay for the convenience of 
his account, to increase their charges. The Scottish banks, however, were in 
a more difficult position. A fairly large proportion of their deposits was 
entrusted to them, not just as balances on which cheques could be drawn, but 
as Savings accounts on which interest was expected; some of these accounts 
would have been withdrawn and invested had any charge been imposed for 
keeping accounts. The Scottish banks could therefore only fall back cautiously 
on a decrease in the rate of interest allowed on current accounts. After 1885 
interest was paid only on the minimum monthly balance instead of on the 
daily balance; at the same time the rate was reduced from 1} per cent. to 
1 per cent. and finally, in 1892, payment of interest was abolished altogether. 
But the further step of charging for accounts was not taken then and, though 
it has been mooted on several occasions, has not been taken since. 


INTEREST RATES AND CHARGES 
A recent pamphlet published by the Institute of Bankers in Scotland* gives 
the origin of the ““Agreements and Understandings amongst the Banks in 


Scotland,”” by which interest, charges and the conduct of business generally 
have been regulated since 1836. The instigator, it appears, was a Mr. Thomas 





. Interest, Commission and Char; ges, by John D. é. Dick (Blackwoods, 2 2s. . 6d.). 
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Corrie, then General Manager of the British Linen Company, and it is interesting 
to see that the principal argument that he put forward was that an agreement 
among the banks, while affording them a fair profit or rate of interest on their 
capital, would enable them to hold a very considerable proportion of their 
liabilities ‘“‘ out of their business in a tangible shape and consequently at a 
low rate of interest ’’ and would enable them * “to provide for those losses 
which the greatest skill and exertion will not altogether guard against ’’. Thus 
early was the principle of liquidity enunciated and the necessity for inner 
reserves laid down. 

It was, of course, much simpler to obtain an agreement of this sort in the 
Scotland of 1836, where all the strong banks were concentrated in Edinburgh, 
Glasgow and Dundee, than it would have been in England, where there were 
over 400 separate banks. Moreover, the necessity of making arrangements 
for the orderly exchange of notes had engendered the idea of co-operation 
amongst the Scottish banks at an early stage. After the agreement of 1836, 
it became the practice of the general managers of the bs inks to meet on the 
day following any change in the Bank of England rate to settle the rates to 
be charged and allowed. At these meetings the banks agreed upon the rates 
at which they would accept money on Deposit Receipt (and latterly on Savings 
Accounts) and also the rates for bills of various types and of different currencies. 
When decided upon, these rates were publicly intimated in the press and were 
displayed in all branch offices. In recent times, of course, rates have been 
static. The last change made was in December, 1945, when the various rates 
were fixed as follow: Deposit Receipts, $ per cent.; Savings Accounts (up to 
{500), 1} per cent.; Overdrafts, 4} per cent.; Cash Accounts (i.e. secured 
advances), 4 per cent. These rates, however, do not apply to the London 
offices of the banks. 

The uniform system of bank charges in Scotland also dates from the agree- 
ment of 1836. This system differs materially from that in operation in England. 
It is notoriously difficult to generalize about English bank charges because 
not only may they vary from one bank to another, but, even within the same 
bank, variations in method may exist between different districts. In general, 
however, it may be said that the English banker agrees with his customer 
that he will conduct all his banking business for an inclusive annual charge, 
or in return for the maintenance of a “‘ remunerative ’’”’ balance. The amount 
in either case is determined by the number of transactions on the account 
and the customer’s demands for other services. The Scottish banker, on the 
other hand, agrees that he will make no charge for conducting his customer’s 
account, but that for all transactions other than the simple receipt of cash 
and the payment of cheques he will charge a commission. There is thus a 
standard charge for each type of transaction, such as collecting cheques, 
making transfers (bankers’ payments), issuing drafts, for traders’ credits, 
document: ry collections, distributing dividends paid over in one sum, for 
payments under bankers’ orders, salary distributions and for most of the other 
“ancillary services ’’ that the banks provide. These charges can be ascer- 
tained in advance by reference to published lists, and they are levied at the 
time that the transaction takes place. From most of these charges there are 
various exemptions. For example, the charge for collecting cheques is Is. 
per cent. (minimum 3d., maximum £2), but this does not apply to cheques 
payable locally or in London. Moreover, the meaning of “ locally” has been 
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expanded to take in towns that lie close together, and there is a long list of 
ther exemptions, such as cheques payable to members of the drawer’s family, 
employees, and so on. 

The system is probably as rational as any of the various methods used in 
iKngland, but it has two defects. First, the task of colle cting commission falls 
mainly not on specialized experts, but on the branch tellers (cashiers); 
transactions out of the ordinary run of business, necessitating reference to the 
table of charges and calculation of the amount payable, may on occasion slow 
up business. The second, and more important, defect is that the system does 
not produce a revenue as large as that received by the English banks. 

Even before the war, therefore, the Scottish system of charges was publicly 
criticized by several prominent bankers and it is known that since then the 
banks have investigated the possibility of altering it. But neither criticism 
nor discussion seems, as yet, to have disclosed a system that can easily be 
substituted for the one to which the Scottish public has been accustomed for 
over a hundred years. The justification for the Scottish system of agreed and 
uniform charges, as put forward before the Select Committee on Banks of 
[ssue in 187 5, was that the small trader received the same treatment as did 
the man in a larger way of business. To-day, when many small accounts are 
almost certainly conducted at a loss, the small trader and private individual 


TABLE I 
ENGLISH ANI? SCOTTISH BANK ASSETS AS PERCENTAGE OF LIABILITIES 
PERCENTAGE OF DEPOSITS AND NOTES 


Short Bills Invest- Loans and 

Cash Money Discounted T.D.R.s ments Advances 
English clearing banks 8.6 9.3 17.9 12.9 25.1 24.4 
Scottish banks 1o.7° 8.2 1.6 3-3 55.0 21.2 


* In addition, the Scottish banks held 8.4 per cent. of their assets under the heading “‘ transit 
items "’. Some banks include various items under this heading which others show under “ cash”. 


might be said to receive unduly favourable treatment, while the _ biggest 
businesses of all—the nationalized industries—negotiate individually the terms 
on which their business is conducted. 

But though the Scottish and English methods of charging still differ 
widely, there are now plainly forces at work that may tend to bring them 
into closer alignment. The Scottish banks do not follow their own system in 
their London offices but “‘ do as the Romans do’. From the other side of the 
fence, the English banks, in 1948, published an agreed scale of charges for 
business transacted for overseas banks and customers and the Scottish banks 
adhere to it also. Similarly, negotiation of terms with the nationalized indus- 
tries has meant that the English banks have had to act in concert, while the 
Scottish banks have had to accept a scale of charges based very largely on 
English practice. 


DISPOSITION OF ASSETS 
Reference was made in the first article in this series to the difficulty of 
obtaining statistics on Scottish banking. The banks do not publish monthly 
statements and their annual balance sheets are issued at dates spread over the 
year from February 28 to December 31. Any conclusions drawn must, therefore, 


be hedged around with numerous qualifications. 
The proportions that English clearing bank assets bear to deposit liabilities 
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in the balance sheets as at December 31, 1949, are shown on the first line of 
the accompanying table. The second line shows how Scottish bank assets, 
aggregated from balance sheets published between September 30, 1949, and 
April I, 1950, stood in relationship to their liabilities on deposits and notes. 
The differences which spring to the eye are, first, the higher cash ratio main- 
tained by the Scottish banks (even if no account is taken of items “ in transit ’’), 
and, secondly, their much lower percentage of bills and their higher percentage 
of investments. The higher cash ratio is traditional and so to some extent 
is the smaller bill portfolio, but the high percentage of investments calls for 
further comment. Even at the beginning of this century “‘ investments ” were 
still entered in several of the banks’ balance sheets in one total together with 
‘money at call and short notice ’’’. This is a reminder of the fact that invest- 
ments have long been regarded in Scotland less as “ earning ’’ assets than as 
a third line of defence—a means of obtaining London money in times of stress. 
In so far as they consist of short-dated securities (and the speech of one bank 
chairman in 1950 indicates that the proportion of such securities held by his 
bank was considerable) they are still to some extent regarded in this light. 

Two other points should be noted when comparing the relative liquidity 
of Scottish and English banks. The first is the higher proportion which the 
capital and reserves of Scottish banks bear to liabilities. These relative ratios 
are 2.5 per cent. in the case of English banks and 4.8 per cent. in the case of 
Scottish banks. The second factor is the higher proportion of savings deposits 
in Scotland. Figures produced for the Committee on Finance and Industry 
in 1931 showed that the total of deposits was divided between Current Accounts 
and Deposit Accounts in the following proportions: 


Current Accounts Deposit Accounts 
English Banks 53% 47% 
Scottish Banks : ‘ 38% 62% 


The figures given in the Bank of England Report for 1950 for the London 
Clearing Banks were: Current Accounts, 66 per cent.; Deposit Accounts, 
34 per cent. Unfortunately, no up-to-date figures for Scottish banks are 
available, but, although it is probable that current accounts have also grown 
in relative importance north of the border, it is doubtful if the change has 
been as great as in England. Moreover, Scottish deposits contain less of the 
relatively volatile “‘ London money ”’ than do those of the English banks. 
There is one other difference between Scottish and English banking practice 
that calls for special mention. It concerns the clearing of cheques. In England 
there are only twelve provincial clearing houses, whereas in Scotland there is 
a local clearing in every town where three or more banks are represented. 
The reason for this development, as for so many others, lies in the continuance 
of Scottish note issues. Arrangements for exchanging notes have existed 
since 1752; as the use of cheques increased it was natural that clearing arrange- 
ments should be modelled upon and settled along with the note exchanges. 
The collecting bank presents to the local branch of the paying bank all cheques 
on any of its branches in Scotland and these are forwarded for payment through 
the bank’s head office. Settlement of these clearings is made by drafts on 
Edinburgh and settlement in the Edinburgh Clearing House is effected twice 
weekly by settlement letters payable four days later in London. 
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International Banking Review* 
Argentina 


HE Central Bank has issued a new directive on the procedure to be adopted 

for prior exchange permits. The new arrangements give importers of raw 

materials and other essential goods a wider field of choice by extending the 
range of permissible countries of origin. An intending importer of essential goods 
must apply for an exchange permit on the first working day after placing a firm 
order abroad. Permits will usually be granted automatically, though it is thought 
that the Central Bank’s decision may sometimes be influenced by the extent of its 
holdings of the currency asked for. 

A new trade and payments agreement with France provides for French pur- 
chases from Argentina of Frs. 46,250 millions during 1951. French sales to 
Argentina are estimated at Frs. 52,750 millions. The agreement provides for 
important relaxations of the restrictions on financial remittances from Argentina 
to France. Negotiations in London for a settlement of the Anglo-Argentine dispute 
over meat prices have broken down. 


Australia 


Che Prime Minister has announced that the re-imposition of control over capital 
issues will be effected by reviving regulations under the Defence Transitional 
Powers Act that were suspended ez arlier this year. He disclosed that the Govern- 
ment would create an Investment Control Board, composed of representatives of 
the Treasury, the Commonwealth Bank and certain non-Government bodies. The 
Commonwealth Actuary will act as chairman. 

The Commonwealth Bank has elaborated its earlier directive to the trading 
banks to pursue a more selective credit policy. The new instructions set out in 
detail the types of finance that must in future be obtained outside the banking 
system and suggest the top limits that the banks should observe for advances to 
home purchasers, rural industry, small businesses and professional persons. 


Belgium 


A new monetary agreement has been conclude -d between the Belgo-Luxembourg 
Economic Union and the United Kingdom to bring monetary re lations between the 
two areas into line with the requirements of the European Payments Union. The 
British offer to make Belgium a member of the transferable account area is still 
under consideration in Brussels. 

The National Bank of Belgium has announced that commercial bills covering 
exports to E.P.U. countries will not in future be eligible for re-discount more than 
30 days before maturity; an exception will be made in favour of bills representing 
exports that have undergone a prolonged manufacturing process in Belgium. Bills 
drawn against goods exported to countries outside the E.P.U. group will not be 
eligible for re-discount if they have more than go days to run. 


Brazil 


The Government has purchased {10 millions of sterling from the International 
Monetary Fund. The money is intended to be used primarily for the liquidation 
of Brazilian commercial arrears to the United Kingdom. 

A modest adjustment in foreign exchange buying rates has been announced by 


the Brazilian authorities. The new rates for sterling are 51.30 cruzeiros for 30 days, 


* Other current international banking news is discussed in ‘‘A Banker’s Diary ”’, on pages 57-62. 
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51.14 for 60 days, 50.98 for go days and 50.82 for 120 days. Sight and cable rates 
remain at 51.46. 


Canada 


The Advisory Committee on Overseas Investment has recommended that the 
Dominion Government negotiate bilateral agreements with other countries to 
permit the free movement of capital. The committee, which was set up to find 
ways and means of stimulating the flow of productive private investment from 
Canada into the sterling area and other parts of the world, suggested that the 
agreements should include undertakings not to impose restrictions on (a) the 
movement of dividends and profits in appropriate currencies and (b) the movement 
of key personnel and technical experts for the protection and efficient operation 
of direct investments. It also suggested that the requirements of the Canadian 
Foreign Exchange Control Board should be adjusted so that U.S. dollars could be 
made available for direct Canadian investment in productive enterprise in the 
U.S. dollar area. 

Exchange regulations have been modified to permit Canadian residents to 
accept payment in Canadian or American dollars for services performed in the 
U.S. dollar area. Exports of visible goods to the U.S. dollar area must still be 
paid for in American exchange. All import controls on capital goods have been 
withdrawn. 

The Government has indicated that it will not resort to price control except in 
conditions of a national emergency, but that it will endeavour to tackle inflation 
at the root by restricting spending power through taxation and credit limitation. 

The Dollar-Sterling Trade Board is being reconstituted into a new organization 
—the Dollar-Sterling Trade Advisory Council. The Council will combine the work 
of the Dollar-Sterling Trade Board, the Dollar Exports Board and the Office of 
the Federation of British Industries in Toronto. 


Chile 


The Government has announced its decision to permit the importation of a 
long list of ‘‘ less essential’ goods against payment in exchange acquired in the 
free market. Restrictions will, however, be imposed on the quantities of goods in 
these categories that may be brought into the country. The change in official 
policy is expected to drive down the free peso rate and thereby raise prices; the 
authorities have indicated, however, that they intend to take all possible steps to 
restrain price advances. 


Eire 

A dispute between the Eireann banks and their officials about salaries resulted 
in the banks being closed for several weeks from the close of December. A recom- 
mendation of the Labour Court that the banks should re-open and that officials 
should resume duty forthwith was rejected by the Irish Bank Officials Association 

A new Government order pegs prices to the levels obtaining on December 2, 
1950, for a wide range of household goods, industrial raw materials, building 
materials, agricultural goods and motor cars. 


France 


The note circulation of the Bank of France reached a new record of Frs. 1,561 
billions at the end of 1950. This compared with Frs. 1,278 billions a year before. 
The foreign exchange reserves of the Bank increased by about Frs. 100,000 millions 
during 1950, while the bill portfolio was expanded by about Frs. 90,000 millions. 
Advances to the Exchange Stabilization Fund rose from Frs. 43,000 millions to 
Frs. 131,000 millions. 
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Under a double taxation agreement concluded with the United Kingdom the 
rate of income tax (or proportional tax) paid by British enterprises in France and 
their French affiliates will be reduced from 18 to 10 per cent. The new agreement 
also allows British holders of French shares to claim relief from British income 
tax in respect of the 18 per cent. ‘‘ coupon tax ’’ charged in France. French 
holders of British shares will remain subject to British income tax but married 
taxpayers will be granted the usual relief furnished by British regulations. 


Hong Kong 


Che Hong Kong branch of the Chase National Bank is being closed on instruc- 
tions from the bank’s head office. The action is attributed to the decline in business 
following a decision of the American Government to ban the shipment of goods to 
the colony for fear that they might be allowed to pass into China. 


India 


Import policy for the tirst half of 1951 is to be broadly in line with that followed 
in the second half of 1950. Industrial raw materials and machine ry essential for 
the development of the country will continue to enjoy priority. The previous 
policy of allocating licences by countries has been dropped in favour of a system 
of allocating by currencies. 

Four Calcutta banks—the Bengal Central Banking Corporation, the Comilla 
Banking Corporation, the Comilla Union Bank and the Hooghli Bank—have 
amalg: umated. The new joint institution will operate under the title of the United 
Bank of India. It has been appointed an authorized dealer in foreign exchange. 
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Mexico 


The Government has announced its intention to raise profits tax levied on 
large concerns in 1951. Profits from 500,000 to 750,000 pesos will be taxed at 
31 per cent., profits from 750,000 to rt million pesos at 32 per cent., and profits 
in excess of these levels at 33 per cent. The new rates compare with a previous 
tax of 30 per cent. on profits exceeding 1 million pesos. 

The Director-General of the Bank of Mexico has estimated the recent inflow 
of capital from abroad at 2 million pesos daily. The gold and dollar reserve 
amounted to 250 million pesos in mid-December compared with 200 million pesos 
at the end of October. The Mexican Government does not, however, consider 
that the expansion in the reserve warrants revaluation of the peso. 

The Government has decided to permit the import of “ less essential ’’ goods 
which have been banned since mid-1947. This change of policy will, however, be 
accompanied by a general stiffening of import duties and the introduction of a 
so-called ‘‘ flexible tariff’ system. Hitherto ad valorem duties have ranged from 
2 to 20 per cent., but in future they may range up to 300 per cent. 


Netherlands 


It has been disclosed that the Netherlands Bank has converted into gold some 
$80 millions of its former holding of American dollars. The bank’s gold holding 
has thus been raised from Fls. 300 millions to Fls. 1,175 millions. The form of the 
bank’s weekly return has been altered, partly with the object of giving a clearer 
picture of the foreign exchange position. 


New Zealand 


The improvement in the Dominion’s external payments position has induced 
the Government to relax import restrictions on some {60 millions worth of goods 
originating in soft currency countries. This brings the total of goods freed from 
control for the 1951 licensing period up to £115 millions. Basic allocations for 
imports that still require licences have been substantially increased to counter 
the effect of price rises and to encourage an expansion in the volume of goods 
entering the country. 


Philippines 

The “ Ways and Means Sub-Committee on Foreign Exchange "' of the Philippine 
Congress has rejected a proposal for a special 25 per cent. Excise tax on sales of 
foreign exchange. It has brought forward an alternative scheme for a 10 per 
cent. flat rate duty. Prime essentials used by low-income groups are to be 
exempted from the 10 per cent. tax by a refund system. Other exemptions will 
be granted to remittances for expenditures validly incurred abroad, premiums 
for marine insurance and remittances for the repair of ships abroad. 


Sweden 


rhe legal limit of Kr. 3,500 millions for the note issue of the Riksbank was 
exceeded at the end of 1950 by Kr. 10 millions. The vice-president of the bank 
has attributed this development to a rush to hoard notes by a section of the public. 
Other reports, however, suggest that the main cause was a sharp increase in 
currency circulation caused by the public’s anxiety to satisfy outstanding require- 
ments of consumer goods before the raising of the “ stop” on wages and prices 
it the beginning of 1951. 

The Budget proposals for 1951 provide for total expenditure of Kr. 5,367 
millions and for a revenue of Kr. 5,709 millions. The Finance Minister, intro- 
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ducing the Budget, indicated that Parliament would be asked to sanction 
‘increased taxation of investment ”’. 


United States 


President Truman's Budget estimates for the fiscal year ending on June 30, 
1952, provide for total expenditure of $71,594 millions. On the basis of existing 
taxation revenue would come out at $55,138 millions. The President has therefore 
indicated that he will ask for new legislation to provide additional revenue of 
between $16,000 millions and $20,000 millions. Of the proposed expenditure, 
$41,421 millions will be for defence spending and $7,112 millions for building up 
the armed strength of allied countries. 

The Federal Reserve Board has ordered another increase in member bank 
reserve requirements. The intention is to “ freeze ’’ about $2,000 millions of bank 
deposits and thus, theoretically, to prevent a potential increase of as much as 
$12,000 millions in loans. The Board has also ordered the raising of margin 
requirements for Stock Exchange loans from 50 per cent. to 75 per cent. The 
new restriction applies to “‘ short sales '’ as well as to purchases of stock. 

Uruguay 

fhe strength of the Uruguayan peso as a result of the steady inflow of capital 
from abroad has induced the central bank to allow the free market value of the 
peso to float upwards. The change in the rate will have no effect on merchandise 


transactions, which are not transacted at the free market rate, but it will tend to 
raise the remittance value of the earnings in Uruguay of overseas companies. 


Appointments and Retirements 


Associated Australasian Banks in London—Mr. N. A. Jackson, manager of the Commercial 
Bank of Australia, has been appointed chairman in place of Mr. G. L. Davies, whose term of 
office has expired. 

Barclays Bank—Chelmsford District, Local Head Office: Mr. C. W. O. Parker, from Cambridge, 
to be a local director. Maidstone and Canterbury District, Local Head Office: Mr. S. Whittemore, 
from Windsor, to be district manager. Windsor District, Local Head Office: Mr. A. F. Tuke, 
from Windsor local head office, to be local directors’ assistant. Head Office: Mr. C. A. Shead 
secretary of Barclays Bank, S.A.I., to be a general managers’ assistant. Inspection Dept.: 
Mr. I. M. Price to be an inspector. Mr. K. W. Hollier and Mr. F. A. Moore, from inspection dept. 
to be inspectors. Mr. D. W. S. Woodley, from trustee dept., Nottingham, to be an inspector 
Staff Dept.: Mr. C. E. W. Worland, general managers’ assistant, to be staff manager (admin) 
Mr. E. W. Houghton, deputy staff manager, to be London staff manager. Mr. J. H. S. Mitchell, 
an assistant staff manager, to be deputy staff manager. Birmingham, Trustee Dept.: 
Mr. S. Stobbs, assistant inspector, to be assistant manager. Bouynemouth, Trustee Dept.: Mr. 
D. E. Wilde, from Birmingham, to be manager. Brighton, Trustee Dept.: Mr. G. V. Hoare, an 
assistant inspector, to be assistant manager. Nottingham, Trustee Dept.: Mr. W. J. Lewis, from 
Bournemouth, to be manager. Borough Road: Mr. A. H. Stringer, from Covent Garden, to be 
manager. Bush Hill Park: Mr. L. R. Blewett, from South Kensington, to be manager. Covent 
Garden: Mr. R. C. White, from Kingsway, to be manager. Mile End: Mr. W. G. Fuggle, from 
Spitalfields, to be assistant manager. Moorgate: Mr. C. C. Wagge . 8 geen! assistant at 54 
Lombard Street, to be assistant manager. Temple Fortune: Mr. F. W. Paton, from 78 Victoria 
Street, S.W.1, to be manager. Tilbury Docts: Mr. D. J. W sicherte from Mile End, to bk 
manager. Waterloo Road: Mr. F. Meddings, from Belgravia, to be manager. Altrincham and 
Bowden, Hale and West Timperley: Mr. W. S. Adamson, from — kport, to be manager. Basing- 
stoke: Mr. H. Clarkson, from Marlborough, ‘to be manager. LPedford: Mr. P. J. Wilson, from 
Hoddesdon, to be manager. Berkhamsted: Mr. C. D. Nicholls, from Bedford, to be manager 
Bournemouth: Mr. B. W. Devonshire, from Winchester, to be assistant manager. Buckingham 

Mr. R. R. J. Hickmott, from Northampton, to be manager. Builth Wells anc: Llanwrtyd Wells 

Mr. W. E. S. Morse, from Rhayader, to be manager. Christchurch: Mr. G. A. de Souza, acting 
manager, to be manager. Hadleigh, Essex: Mr. E. W. Rees, from Westcliff-on-Sea, to be manager 

Hatfield; Mr. T. E. K. Williams, from Berkhamsted, to be manager. Hoddesdon: Mr. D. F 
Shewring, from Hatfield, to be manager. Lyndhurst: Mr. L. M. Tregunna, from Gosport, to be 

manager. Marlborough: Mr. D. Kendall, from Twyford, to be manager. Northampton: Mr 
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C, J. E. Steff, from Oxford local head office, to be assistant manager. Rhayader: Mr. J. H. 
Evans, from Machynlleth, to be manager. St. Albans: Mr. R. M. Maris, from Bedford, to be 
manager. Slough: Mr. A. W. Thomas to be assistant manager. Southsea, Elm Grove: Mr. F. H. 
Fletcher, from Lyndhurst, to be manager. Swindon, Wood Street: Mr. E. A. English, from 
Buckingham, to be manager. Torrington: Mr. S. J. James to be manager. Treorchy and Tre- 
herbert: Mr. M. H. Williams, from Tonyrefail, to be manager. Truro: Mr. J. F. R. Lampier 
to be assistant manager. Twyford: Mr. J. W. Davis, from King Street, Reading, to be manager. 
Wetherby: Mr. E. Weale, from Featherstone, to be manager. 

Lloyds Bank—South Wales Committee: Mr. Whitley-Jones has been appointed a member 
of the South Wales Committee. Head Office: Mr. J. H. Partridge, chief controller, advance dept., 
to be an assistant general manager; Advance Dept.: Mr. R. H. G. Marshall, deputy chief con- 
troller, to be chief controller; Mr. W. E. Booth, a controller, to be an assistant chief controller; 
Mr. F. A. Willman, from Sudbury, to be a controller. District Office, Devon and Cornwall: Mr. 
R. W. L. Price, an assistant controller, advance dept., to be district manager's assistant. Executor 
and Trustee Dept.—Chief Office, E.C.: Mr. J. H. Payling, of the Chief Office, to be assistant legal 
adviser (Executor and Trustee); Bournemouth: Mr. H. C. Sonnex, sub-manager, to be assistant 
manager; Brighton: Mr. H. W. B. Hoskins, sub-manager, to be assistant manager; Exeter: 
Mr. A. W. Cowling, sub-manager, to be assistant manager; Guildford: Mr. E. Davis, sub- 
manager, to be assistant manager. City Office, E.C.: Mr. J. R. White, a sub-manager, to be an 
assistant manager. Pall Mall, S.W.: Mr. F. W. Yelf, O.B.E., is now sole manager; Mr. W. J. 
Braham, sub-manager (Organization and Mechanization), to be an assistant manager. Birming- 
ham—New Street: Mr. D. J. Hands, from Colmore Row, Birmingham, to be sub-manager; 
Overseas Dept.: Mr. H. W. Pagett to be manager on retirement of Mr. L. N. Wall. Liverpool, 
Bold Street: Mr. R. H. M. Price, from Broadheath, to be manager on retirement of Mr. E. R. 
Parrington. Byvoadheath: Mr. F. J. Shorto, from Mosley Street, Manchester, to be manager 
Combe Martin: Mr. L. S. S. Woolcott, from Devonport, to be manager on retirement of Mr. E. 
Yarwood. Coventry: Mr. J. C. M. Jewkes, from Wednesbury, to be assistant manager. Leaming- 
ton Spa: Mr. E. R. Ling, from district office, Salisbury, to be manager on retirement of Mr. H. 
Allsebrook. Sudbury: Mr. C. Burgess, from Woodbridge, to be manager. Walsall: Mr. P. W. 
Slaney, M.B.E., from New Street, Birmingham, to be sub-manager. Wednesbury: Mr. R. D 
Bird, from Walsall, to be manager. Ystalyfera: Mr. C. O. Williams to be manager. 

Midland Bank—Sir Francis L’Estrange Joseph, Bart., K.B.E., J.P., D.L., in consequence of 
advancing years, has resigned from the boards of the bank and of the Midland Bank Executor 
and Trustee Co., Ltd. Head Office: Mr. J. H. Begent and Mr. S. Lewis, superintendents of 
branches, to be general managers’ assistants on retirement of Mr. W. D. R. Tombs. Mr. M. W. 
Fuller, of Fishergate, Preston, Mr. C. W. James, of Ludgate Hill, and Mr. R. F. Jessup, of Old 
Bond Street, to be superintendents of branches. Mr. J. C. Campbell, head office accountant, to 
be an assistant chief inspector. Mr. B. H. Bennett, premises inspector, to be head office 
accountant. London—Poultry and Pvinces Street: Mr. H. C. Goodison, a superintendent of 
branches, to be assistant manager on retirement of Mr. S. P. Avron; Barnes: Mr. E. F. W. 
Beckwith, of Putney, to be manager; Bermondsey Street: Mr. W. Miller to be manager of this 
branch, formerly under the same management as Tooley Street; Ludgate Hill: Mr. H. A. Webb, 
of Electra House, to be assistant manager; Old Bond Street: Mr. D. Carroll Jones to be assistant 
manager. Edgware, Burnt Oak: Mr. R. C. Priest, of Barnes, to be manager. Exmouth: Mr. E.G. 
Hawkins to be manager on retirement of Mr. L. H. Fowke. Longton: Mr. A. G. Wright, of Walsall, 
to be manager. Mardstone: Mr. C. H. Gylee, of Redhill, to be manager on retirement of Mr. 
G. H. Blanksby. Preston, Fishergate: Mr. G. B. Stewart to be assistant manager. Redhill: 
Mr. J. B. Cowderoy, of Library Place, Jersey, to be manager. Shanklin: Mr. B. W. Pyle, of 
Farnham, to be manager on retirement of Mr. F. M. Slater. Stone: Mr. D. Quarmby to be 
manager of this branch, formerly under the same management as Longton branch. 

National Provincial Bank—Bivmingham—Trustee Branch: Mr. R. J. Sutherland, from Bristol, 
to be manager; Great Charles Street: Mr. J. R. Whitley, from Wolverhampton, to be manager 
in succession to Mr. R. W. Bryan, who is absent on extended sick leave. Bristol, Redland: Mr. 
J. H. Foale, manager’s assistant, to be manager in succession to the late Mr. W. N. Hughes. 
Cardiff, Trustee Branch: Mr. R. B. Stevenson, from Trustee Branch, Cardiff, to be manager. 
Gateshead: Mr. F. Tateson, an inspector of branches, to be manager. Hanley: Mr. A. S. White- 
head, from Gateshead, to be manager on retirement of Mr. J. Andrews. Harrogate, Trustee 
Branch: Mr. J. W. Beardsley, from Birmingham, to be manager of this new branch. Liverpool, 
Victoria Street: Mr. L. L. Wynne, from Wellington, Salop, to be manager on retirement of Mr. 
T. G. Bray. Llanfair-Caeveinion: Mr. J. T. Hughes, from Llanfair-Caereinion, to be manager. 
Westminster Bank—Head Office: Mr. H. G. Aldrich, from City Road, to be an inspector of 
branches. City Road: Mr. R. Paterson, from Leyton, to be manager. Dartford and Swanley: 
Mr. C. R. Peachey, from Farnborough, to be manager in succession to the late Mr. F. J. Cook. 
Farnborough: Mr. H. J. Viney, from Bournemouth, to be manager. Hampstead: Mr. D. C. D. 
Ellerton, from Harrow, to be manager on retirement of Mr. E. B. Ofverberg. Harrow: Mr. 
F. J. A. Smith, from Brompton Square, to be manager. Lee Green: Mr. H. R. Morse, from 
Lambeth, to be manager. Leyton: Mr. L. A. Crux, from Mincing Lane, to be manager. Shaftes- 
bury Avenue: Mr. E. G. B. Young, from Chiswick, to be manager on retirement of Mr. R. W. 
Williams, 








Abridged Particulars for Information only 










Application has been made to The Council of The Stock Exchange, London, for permission co deal in, and 
quotation for, all the issued Preference and Ordinary Shares in the capital of the Company. 


S. D. STRETTON & SONS (HOLDINGS 


LIMITED 


(Incorporated under the Companies Act, 1948) 








\Mianufacturers of knitted underwear, outerwear and half-hose for the Admiralty, the Ministry 
of Supply, and the Crown Agents for the Colonies. 


























duthorised SHARE CAPITAL Issued and 

Fully Paid : 

| £150,000 n 150,000 6 per cent. Cumulative Redeemable Preference Shares of £1 each . £132,766 
| £150,000 in 3,000,000 Ordinary Shares of Is. each £135,000 
| £300,000 £267,766 
| ——— 


(Neither the Company nor its Subsidiary has any Mortgages, Debentures or Loan Capital outstanding.) 
















The Advertisement shows (inter alia) that : 


I he Operating Company, S. D. Stretton & Sons, Limited, whose business was originally 
formed in 1796, is well known in the Trade by its registered Trade Marks ** Moon”, 
* Capstan ” and “* Weftex ”’. The Accountants’ Report in the above-mentioned Adver- 
tisement sets out the Operating Company’s profits for the eleven years ended 31st March, 
1950. In these eleven years the Operating Company’s sales have jicreased in marked 
degree and the sales for the last year were some £247,000 in excess of those for the year 
to 3Ilst March, 1940. The demand for the Operating Company’s production and parti- 
cularly for its men’s and boys’ knitted outerwear, swim-weur, fishermen’s jerseys, and 
half-hose is at present in excess of the output. 













The profit attributable to the Company’s holding in the Operating Company for the 
| year ended 3lst March, 1950, as shown in column (4) of the Accountants’ Report in the 
| above-mentioned Advertisement, was £76,846. The Directors estimate that, having 
| regard to the preliminary figures available to them, for the six months ended 30th 
' 
| 









September, 1950, and in the absence of any substantial change in present trading con- 
ditions, the profit of the Operating Company attributable to the Company for the year 
ending 31st March, 1951, will be not less than the previous year, namely, £76,846. 
After deducting from this figure a total of £23,455, as stated in the above-mentioned 
Advertisement, there would remain a balance of £53,391, which is sufficient to cover 
over 5} times the gross annual dividend on the £132,766 issued 6 per cent. Cumulative 
| Redeemable Preference Shares and Profits Tax at the rate of 20 per cent. thereon, together 
| requiring £9,559 

After deducting from the remaining balance of £43,832 an amount of £2,700 in respect 
of Profits Tax at the rate of 20 per cent. on the anticipated dividend of 10 per cent. on 
| the £135,000 Ordinary Share Capital, there would remain available for payment of 
| 















the Ordinary Dividend, and for reserves, subject only to Income Tax, an amount of 






£41,132. An Ordinary Dividend of 10 per cent. would absorb gross £13,500. 









} 

I 

3. The first accounts of the Company will be made up to the 31st March, 1951, and will 
cover a period of approximately 2} months. The Directors propose, in the absence of 

j any substantial change in present trading conditions, to recommend the payment of a 

| dividend on the issued Ordinary Shares, at a rate of not less than 10 per cent. per annum 






| (less Tax) for such period. 


4 rhe tota! net Tangible Assets in the Operating Company are shown in the Accountants’ 
| Report in the above-mentioned Advertisement to amount to £273,193, and the propor- 
tion thereof attributable to the Company is £270,959. 

The Valuations set out in the Advertisement, show that the present-day values of the 
fixed assets, are considerably greater than the book values. If valuation figures, which 
it is not proposed to adopt in the books of the Operating Company, were taken into 
account, the proportion of the present-day value of the net Tangible Assets of the Operat- 
ing Company attributable to the Company, after deducting estimated preliminary 
expenses, would be approximately £590,000. 


























A copy of the above-mentioned Advertisement, giving particulars required to be advertised in connection 
with an application made to the Council of The Stock Exchange, London, for permission to deal in, and for 
quotation for, all the issued Preference and Ordinary Shares in the capital of the Company, may be obtained 
mm application to 


WHITEHEAD INDUSTRIAL TRUST LIMITED 
MITRE HOUSE, 177, REGENT STREET, LONDON, W.I. 
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National Savings 
(£ millions) 


Savings 
Certi- Defence Savings 
ficates Bonds Banks Total 
(net) (net) (net)* Small 
1946111 - 8.2 13-4 35-0 47.8 
IV 10.8 17.9 11.8 40.5 


1947 I 39.7 20.4 27.0 87.1 
II 40.3 -— 3-7 - 19.6 17.0 

IT] ; 2.7 - 19.8 2.9 — 14.2 
IV 10.4 — 25.1 17.2 8.5 
1948 I 29.4 - 29.9 54-6 54.1 
II 2.3 = 35.2 13.7 — 19.8 

Ill ~ 4.5 20.3 6.4 18.4 

IV 7.2- 5.8 8.3 —- 4-7 
1949 I 7.3 —- 84 52.2 58.1 
I.5 - 0.4 8.6 6.7 

Ill 7.6- 4.8 - 2.7 15.1 

IV 8.9 - 5-1 -— 3.2 27.2 
1950 | . 5.5 g.1 36.6 22.0 
Il 10.9 — 9.6 6.4- 141 

Ill 13.6 7.5 = 2:4 23.5 

IV 8.6 7:2 ee 20.2 


Ordinary Revenue and Expenditure 


Ord. 
Exp. 
£m. 
808. : 
730. 


Year to Ord Ord. By 
Mar. 31 Exp. Rev. Deficit Quarters: 
{m. £m. {m. 
1938 ; 898.1* 872.6 25.5* 1947 III 
1939 1054.8* 927.3 Me Oh gg ¥ 
1940 . §80q.7* 1049.2 760.5* 1948 I 
1941 3867.2 1408.9 2458.3 II 
1942 4775-7 2074.1 2701.6 ITI 
1943 5623.2 2819.9 2803.3 I\ 
1944 5788.4 3038.5 2749.9 1949 I 
1945 6057.8 3238.1 2819.7 R. 
1946 5474.8 3284.5 2190.3 IV 
1947 - 3910.3 3341.2 569.1 
. . 4 Z : 1950 ee 
1948 , 3187.1 3844.9 657.8t ‘ 
1949 3152.8 4006.6 853.8f 
1950 3356. 3924.0 567 .4T IV 
*Allowing for loan expenditure. 
Floating Debt 
Jan. 21, Dec. 31 
1950 1950 
Ways and Means Advances fm. fm. 
Bank of England re - 
Public Departments ‘ 3t?. 384.0 
Treasury Bills : 
Tender Ss .. 2990.0 3260.0 
_ Tap a , i .. 1963.8 1908.5 
Treasury deposit receipts... a 649.5 525.0 
0077-5 


5920.4 


1949 April .. 


May 


June .. 


July 
Aug. 


Sept. .. 


Oct. 


Nov. .. 


Dec. 
1950 Jan. 
Feb. 
Mar. 


April .. 


May 


June .. 


July 
Aug. 


Sept... 


Oct. 


Nov. .. 


Dec. 


ie 
EEE 2 


Banking Statistics 


Savings 
Certi- Defence Savings 
ficates 
net) 
1.0 
0.0 


2 mW OW Rw St 


3 

t 

4 
 Y 

4 

I 

3 


- 4.4 
* Including Release Benefit Accounts from July, 1945. 


1023. 
613. 
751.4 
791. 
9900. 
754- 
833. 


823 


940. 
725.2 
778. > 


es 


803. 


+ Surplus 


Jan. 6, 


1951 
fm 


394.7 
3270.0 
1861.8 

500.0 


6026.5 
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Deficit 


fm. 
0.7 
25-47 
412.8t 
181 of 
80.2t 
11.3f 
581.71 
2.8t 
12.3 
23.9 


590.3t 
43.5 
35.1 
2,2 


Jan. 20 


1951 
£m. 


396.8 


3220.0 
1844.6 
445.0 





5906.4 








At Dec. 31 
Bills— 

1948 . 

1949 .. 

1950 .. 
Investments 

1948 .. 

1949 .. 

1950 .. 
Loans and Deposits 

1948 . 

1949 . 

1950 .. , 
Capital and Reserves 

1948 .. 

1949 .. 

1950 .. 
Net Profits- 

1948 .. 

1949 .. 

1950 .. 


* 


Years and 
Quarters 


1946 
1947 
1948 : 
I 

[I 
III 
IV 


Total, 1948 
1949 : 
I 
II 
III 
IV 
Total, 1949 
1950 : 
I 
II 
II 
[IV 


Total, 1950 
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Discount Market Results, 1948-50 
‘ BIG THREE ” DISCOUNT HOUSES 
(£ millions) 


Net 
Deficit 


gos 
4131 


595 
434 
306 
375 


1710 


33° 
632 
539 

31 


1532 


+ 40 
+180 
1187 


+ 398 





Canadian 
Credits 
1123 
3273 


34 


NU 




















Union National Alexanders Total 
164.8 107.2 52.0 324.0 
212.1 109.1 78.0 399.2 
216.8 132.7 83.5 433.0 
75.6 52.0 55.2 185.8 
62.8 60.4 50.90 173.2 
87.2 63.9 60,0 211.1 
240.9 156.6 105.1 502.6 
271.2 166.7 125.7 563.6 
300.1 194.0 140.7 634.8 
8.4 5,2 4.0 17.5 
8.5 5.2 4.0 17.7 
8.6 5-4 2 18.1 
£000's £000’s £000's £000’s 
395-3 251.1 175-5 731.9 
310.8 286.5 150.4 74707 
: 327.0 301.5 165.1 793.6 
* Including carry-forward. 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Financed by : Reserves 
at end of 
U.S. and Purchases S. African Change Period 
from Gold E.R.P in 
I.M.F Loan Reserves 
sitet ia — + 220 2696 
240 - - 618 2079 
88 325 — 162 2241 
16 — 89 — 321 1920 
—_ 163 = a5 1777 
24 430 + 79 1856 
128 325 682 — 223 1856 
32 325 + 56 1912 
— 340 — 262 1651 
—_— — 284 — 225 1425 
20 — 246 + 263 1688 
52 — 1196 — 168 1688 
ia = 229 + 296 1984 
a - 240 + 438 2422 
Z - 147 + 334 2756 
146 - 544 3300 
1612 3300 
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NEED FOR CONFIDENCE IN STERLING 
Ou unds have been mu preoccupied by 
e x re change in international affairs, but 
ect nic sphere the vear has not been 
ntirely unfruitfu Initially, the outlook was 
n the highest degree uncertain but, just as 





ul hopes of 19490 Were disappr inted, so oul 
fears of 1950 were not before 
fighting began in Korea we had benefited from 


flow of American 


Even 


realised 


renewed prosperity 





ver, the devaluation of sterling, which 
in a sense been torced upon us, and was 
d out at an unexpectedly low rate, had 
given impetus to our export trade and had 


brought more realistic 


about a pattern of 
xchange rates, particularly in Europe 

These conditions have given Western Europe 
a valuable opportunity te 


is a Whole 


gathel 


In our own case the change for 
rin our balance of trade, the growing 


e in sterling and the 


Aid suggest 


suspension oft 
improvement 
me to emphasise how vital it is for 

that currency 
bankers 
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no need 
ms country 


confidence in its 


ly restored We are the 


the sterling area, and something 
irld’s international payments 
sterling. Our livelihood rests on 


Contidence 
eness to hold sterling without any 


nee of that position 





mental reservations and confidence depends 
arily upon the view that is taken of out 
strength and_ stability But it 
lepends also upon the adequacy of the reserves 
that we have available to take whatever normal 


tre 


rain may be put upon us as a great financial 


economk 

















ent doit 5 respe s Lo 
ange tk the tt The situatior ! 
ore Satistactor in we had any reason te 
pe rut t ve analvse the causes of the 
ner e and take a unt ot our sibilities 
trade ( n je pars 
nen S 1 be ewe me 
Some ot came trom }{ cvative 
tior e limitation wi ollat 
1 ts and exp n t e rest 
t St ling I nie is tural 
I n levaluat n it I the 
enl? t the cit et I2ri¢ 
Tt cle | li } t 
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vhere are ¢ iSlVe TO ¢ anges in the level 
ictivity in tl nited States Chis is bound 
to mail n iS d while he iit! erit 
1 { left to take care t itsell t a de 
larming t mite plate t prospect f 
lepression in the Ameri nomy en we 
member t severe effect upon us of a mere 
esitati } vents in the ist eight 
onths seem to ! put this pros ut of 
sight, but it must not be out of We 
ught now to kee; ur thoughts and actions 
bent more than ever upon competitive efficiency 





out our whole econe industry 


throug! 





my 





commerce and agriculture 
This would serve a double se: it would 
ve us strength and resilience to meet a situa 
tion such as we feared might be de veloping a 
vear ago, and it would help us to deal with the 





and 





new quite tterent problems which ha 
There is a great deal to the credit 
engaged in British industry and 
it is most heartening to see what has been 
improvement in industrial 
production has been at a much faster rate than 
was thought likely and, as post-war investment 





Ve 


achieved rh 


begun to show results on an inc 
scale, standards of efficiency have risen 
we have not encountered the full 

petition and it may be that we shall not 
do so for time to The fact that 
reach the best standards of efticiency 
must not lead to loss 
of ground that will have to be made up later on 


has reasing 

But 
force ot 
com 
some come 
the urge to 


is weakened in this way 


\ GREAT DANGER 


\ great efficiency, and 
the whole stability of our economy 
risk that inflation, 
before the armaments programme has begun 
to make itself felt, may become really 
Che further demand upon our resources for the 
| defence must increase that risk 
Much will depend upon the method chosen to 
deal with the budgetary problem For 
the moment the extra defence expenditure, 
although substantial, is not a very large item 
in relation to the budget total, but a much 
more material addition is in sight Therefore 
it is of very great importance to tackle the 
financial problem soundly and boldly from the 
start. The only proper course, difficult though 
it be, is to obtain the additional sums which 


indeed to 
lies in the 
already with us 


danger to 


} } 
which 1S 


serious 


purposes ot 








pent on defence by reducing other expen 
first and foremost public expenditure 
taxation may be inevitable but to add 





ially to the present burden of direct 


taxation might easily defeat its own object 
and it should be used as a measure of last 
resort Chis is because by disrupting sound 


habits of work and thrift, direct taxation itself 
becomes inflationary when it passes beyond a 
ertain level, which, in conditions as they are 
> near at this moment 








There »wever distasteful, the order of 
the day should be to meet our needs in the 
place by cutting and paring in other 
ctions Chere is no commonsense alterna 
tive [It is not so much now a question of 
look ‘ tor the greater ease that everybody so 
mu lesires as of trying to hold as much as 
possible f what has been gained and not 
impairing it by needlessly allowing inflation to 
get the upper hand. With the future so un 
certain it is more thar mmon prudence 
to conserve our strength by holding inflation 
n check and by sparing no effort to retain some 
eserve < taxable apacity Strict 


economy in Government xpenditure unpopu 


lar as it is, Was never more imperative than it 
snow. While owing to the special dependence 
this country upon international trade, we 
nust always be sensitive t what happens 
ibroad and, to that extent, subject to influences 
ver which we have no control, inflation is not 
in elemental force By this I mean that, at 
ny rate in peace-time, it is largely within the 
lecision of the Government of the day and this 
ug to be clearly understood 


PUBLIC AUTHORITIES’ EXPENDITURE 


When so much turns on efficiency and 

nomy one cannot help wondering how far 
we are really getting proper value from the 
vast outpourings of money represented by the 
expenditure of public authority both central 
and local, because here is a most serious respon 
sibility for leakages which may greatly add to 
rdens of the people of this country. War 
sequent course of affairs 
bureaucracy of immense 
proportions becoming a parasitical growth in 
ur social system. Unhappily, it is implicit in 
a planned and controlled economy that this 
I \ll systems develop problems of 


should be so 


the hn 


onditions and the 


have resulted ina 





their own, however carefully they may be 
devised, and it seems to me that we have to 
solve a whole series of problems here in order 
to ensure that we get money’s worth for money 
spent which is, after all, no more than the 
nation’s due 

\nybody who goes about with his eyes open 
is bound to become aware from time to time 
of specific and glaring instances of delay, 
neglect and waste emanating from official 
sources. Some waste of effort is inseparable 
from any undertaking, particularly if it is large 
and complex, but the public authority as such 
is a proper object of criticism because it cannot 
feel the pressure of competition which would 
produce a sense of urgency in its work, and 
because the elements of time and price and the 
need for saving cannot have the meaning to it 
that is an essential part of the world in which 


iny business man lives. What 1 have said js 
not meant in personal disparagement of public 
servants and officials who are, of course, no 
worse and no better than other people. I am 
thinking only of the circumstances of their 
work which, as happens with all of us, must 
undoubtedly have a profound influence on their 
standards and outlook 


DEFENCE PROGRAMME 


fhe additional defence programme is bound 
to involve a diversion of resources to military 
purposes: it is scar¢ ely to be hoped that the 
whole burden can be met out of the natura] 
increase in production Ihis is because the 
increase is unevenly spread over the productive 
system and because the rhythm of production 
is sure to be affected both by the redirection 
of effort and by the scarcity of raw materials 
and manpower. But the possibility of help 
from that source is considerable, especially if 
the national temper comes to the right pitch 
and there is a sense of unity in peril inculcated 
from the level of Government downwards 

Such a frame of mind as this is favourable 
not only to greater individual output but t 
the acceptance ol the new methods and new 
ways of thought implied in a rapid increase in 
efficiency. It could help to speed up a practical 
outcome from the visits to the United States 
»f the industrial teams organised by the Anglo- 
\merican Council on Productivity, whose 
reports have given much food for thought in 
the vital matter of productive efficiency 


THE PRESENT TASK 

rhe reports of the industrial teams which 
have visited America have given food for 
thought. At least as important as American 
techniques is the eagerly progressive attitude 
of mind characteristic at all levels in the 
productive organisation of the United States, 
in contrast to habits of thought still common 
in our own. That this is now recognised here 
is of great importance, but before it can bring 
practical results there are difficulties to over- 
come. Besides natural inertia, there are deep- 
rooted misunderstandings, some almost tradi- 
tiqnal, e.g. the supposed cleavage of interest 
between the “ two sides’ of industry. Voices 
are still raised to keep open and even to 
sharpen and extend these unhappy differences 
either by misrepresentation or by the honest 
expression of views based on imperfect under- 
standing of facts. For example, there was 
the distortion and confusion of thought arising 
out of the controversy over the subsidies paid 
in connection with food and agriculture, which 
tended to impair the sympathy and _ under- 
standing between town and country which it 
is more than ever desirable to foster 

Our present task is to demonstrate beyond 
argument the advantages, both to the indi- 
vidual and the community, of a more pro- 
gressive frame of mind towards production 
This principle might be more readily accepted 
if it were shown to be compatible with 2 
proper sense of economic security for the 
individual and were associated with full oppor- 
tunity for everyone to satisfy his proper 
ambitions. 
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Statement of Accounts, 31st December, 1950 


LIABILITIES 








£ 

Current, Deposit and other AcCOUMES ..000.60.000:5.05500808000 1,287,849,866 
Acceptances, Guarantees, Indemnities, etc., for account of 

customers .... rar , : ‘ jie 64,687,211 
Paid-up Capital ; ; ; Seta uteie trea 16,868,217 
Reserve Fund ...... Ee eT ee ree cae 13,750,000 

ASSETS 

Cash in hand and with the Bank of England .......... ceneian 106,194,256 
Balances with other British Banks and Cheques in course of ‘ 

GOMRNNE a ccc owanectickes so neee een nian P pri oecees 61,349,901 
Money at Call and Short Notice ..... ; 88,047,000 
Bills Discounted ............ eee ae Naar 316,585,740 
Treasury Deposit Receipts........ sie heard eae ee Tone 97,500,000 
II Se ae a ieee ck 310,898,829 
Advances to customers and other Accounts......... teas 325,967,491 
Investments in Subsidiaries :— 

The British Linen Bank........ eee ry! eee Gana 3,727,668 
Other Subsidiaries... . deacsiivsactsiel bra eetabaetins ak sienat a a selene 8,564,670 
Other Trade Investments........... Ka doa pase a ene in qietereid bees 1,588,670 
Bank Premises and adjoining Properties bcs ile ate Miaka ahead eieraetaee 8,073,869 
Customers’ Liability for Acceptances, Guarantees, [ndemni- 
ties, etc Siren’ pie Wee WS IA MR eral ARS Oot Oe WR eiasiaemaLe epee 64,587,211 
(SS a TS A 
\ HEAD OFFICE: 54 LOMBARD STREET, LONDON, E.C.; 
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fn Account of 


STEWARDSHIP 





Avy rue END of 1950 our Deposits amounted to 
ever ¢1.1 18 millions. Four ot the chief Was in 
which we have emploved these vast sums entrusted 


te our eare are as follows: 


Advanced to Trade. Industry. Agriculture 


and other borrowers : ¢289 nillions 


Invested in British Government Securities. 
including Treasury Bills and Treasury 


Deposit Receipts : £545 millions 


Leaned at Call or short notice to the 
Money Market (which in turn’ invests 
mainly in Treasury Bills and short-dated 


Government Bonds) : £116 millions 


Held as Cash in our tills and with the 
Bank of England and other Central Banks : 
£97 millions 
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~LLOYDS BANK LIMITED 


SPECTACULAR 


LORD BALFOUR OF 
HE annual meeting of Lloyds Bank 
Limited will be held in London on 
February 16. 


The following is an extract from the state- 


ment by the chairman, the Right Hon. Lord 
Balfour of Burleigh, D.C.L., D.L accom- 
panying the report and accounts for the 
year 1950 

Our profit at £1,761,603 is 452,327 higher 


than last year Although our current, deposit 
and other accounts at £1,149,000,000 show an 
increase of £17,000,000 over those at the end 
of 1949, the increase was experienced in the 
closing months of the year—following the 
pattern of several preceding years. Loans and 
advances are £289,000,000, showing an increase 
of {18,000,000 Even so, our lending is still 
only 25 per cent. of our deposits 


BURDEN REARMAMENT 


Since my last statement there has been a 
very serious worsening of the international 
situation. The peaceful nations of the world 
are forced to shoulder a vast additional burden 
of armaments if they are to become strong 
enough to keep the threat of war at bay 
This marked deterioration in the political 
scene did not, paradoxically, prevent a notable 
improvement in the world economic and 
financial picture. Obviously, that cannot last 
World-wide rearmament cannot take place 
without throwing up many and_= serious 
economic problems. 


THE OF 


It represents at least a partial return to wat 
economics, and the typical features of a war 
—or even a post-war—economy tend, as we all 
have cause to know only too well, to be infla- 
tion and regimentation. To some extent we 
have already had a foretaste of these problems. 
For the most part, however, the problems of 
rearmament, both at home and in the world at 
large, still lie before us 


DOLLAR GAP 


In combination with a high level of internal 
activity in the United States devaluation has 
proved an important corrective influence. We 
have actually seen the beginnings of a redistri- 
bution of world monetary reserves Since 
September, 1940, the United States has been 
losing gold to other countries, whose gold and 
dollar reserves, for this and other reasons, have 
risen by some $4,000,000,000. The improve 
ment in the position of sterling has been most 
spectacular of all 

Throughout 1950, indeed, the sterling area 
was able to earn a modest surplus in trade 
with the dollar area. This meant that during 
1950 we were able to place the whole of our 
Marshall Aid receipts to reserve. The recovery 


CLOSED 


IMPROVEMENT 


IN STERLING POSITION 


BURLEIGH’S STATEMENT 


xix 


in the reserves risé in turn to rumours 
that the dollar-sterling exchange rate might 
raised Americans suddenly became 
anxious to cover their sterling commitments 
for many months ahead, the forward quotation 
for sterling in New York rose for a time to a 
substantial premium and dollar funds flowed 
into the country on a large scale. After allow- 
ing for this movement, the sterling area’s cur- 
rent dollar surplus for the past fifteen months 
was no more than $774,000,000. On the other 
hand, our reserves more than doubled during 
this period, rising by as much as $1,875,000,000 
to $3,300,000,000, easily their highest post- 
war level. 


gave 


be 


CONVERTIBILITY 

This is, of course, no valid method of placing 
an actual figure on the minimum reserves which 
are needed, but in my view our present holdings 
should probably be at least doubled before 
there can be any thought of a return to full 
convertibility even in respect of current 
payments 

Complete freedom of transfer for capital as 
well as current transactions frankly does not 
seem to me to be even in sight so long as we 
remain the most over-taxed country in the 
world. This I say with the greatest regret, for 
nobody could be more conscious that the posi- 
tion of Britain as a great trading nation, and 
of London as the financial capital of the world 
must inevitably be lost unless sterling can in 
fact regain its pre-war status as a strong and 
free currency 

The first reflection of any genuine improve- 
ment in the strength of the pound should take 
the form of dismantling the special import 
restrictions which, according to the generally 
accepted international code, only a country in 
balance of payments difficulties may legiti- 
mately employ. 

When sterling is self-supporting at $2.80 
without the aid of these special props it will 
be time enough to discuss an improvement in 
the rate. 

The restoration of sterling convertibility 
remains a most desirable objective for the 
United States as well as for ourselves. And 
provided the dollar gap remains closed, with 
or without military aid, there is in principle 
always the possibility of achieving it by means 
ofa currency stabilisation loan. Unfortunately, 
the military situation may have rendered the 
whole subject of convertibility for the time 
being an academic one. 


RISING LIVING 


Internally, the effects of devaluation have 
as yet been less inflationary than was feared. 
The interim index of retail prices actually 


COST OF 








showed no rise on balance during the first 
eight months of 1950, though whether this 
tells anything like the full story is open to 


question 

[There can, in fact, be no 
high and rising cost of living 1s causing severe 
hardship to many sections of our people and 
to considerable discontent. 


doubt that the 


viving rise 

Fortunately, the upward pressure on prices 
has not—thanks to the responsible attitude of 
trade union leaders and employers alike—pro- 
voked wage increases on the scale that might 
feared. 

[ have indicated on previous occasions that 
the attempt to suppress inflation by “ wage- 
instead of combating the 
effective disinfla- 


ous harm on our 


have been 


policies, 
inflation at source by an 
tionary policy, inflicts griev 
sonomy by destroying the mobility of labour 
and in many other ways Nor can such 
policies ever hope to be completely successful 
and this means that the decline in the pur- 
hasing power of money (and therefore in the 
value of savings), which has now been in pro- 
gress without interruption tor over II years, 
must be expected to continue until Govern- 
ment expenditure is curtailed and our finances 
generally put on a sound footing once more 
Given the continued state of suppressed infla- 
tion, however, the wage front has held better 
than one dared to expect—welcome evidence 
f a growing sense of social responsibility all 


ireezing 


round 


REARMAMENT PROBLEMS 


Can this restraint be maintained, or will the 
dams break under the impact of rearmament ? 
[his additional burden is one that our policies 
of the last five years have done little to fit us 
to bear, and that applies both to the finding 
the necessary labour and 
materials and to the the necessary 
money 

Any suggestion that the additional output 
needed for rearmament may come simply from 
2 continued rise in productivity per head is 
highly optimistic. To a large extent the 
recent rise in productivity has reflected the 
elimination of bottlenecks and the smoother 
flow of production. It is therefore likely to be 
halted by the dislocation inseparable from a 
large-scale change-over to defence production. 
[There is even some question whether we shall 
be able to keep our labour force fully employed 
in the face of incipient shortages, not only of 
imported materials but of the one important 
raw material we should be able to produce at 
home, namely, coal. Even the supply of steel, 
in spite of the industry’s wonderful production 
is once again a bottleneck. 

On the other hand, it would be 
suggest that there is no slack in our economy 
[he fact that virtually every employable per- 
son is on somebody's payroll does not mean 
that production is running at the absolute 
maximum when most industries are working a 
five-day week [he labour force itself may 
be capable of expansion through the attraction 
of women back to the factories, distasteful 
though the social implications of that would 


resources ot 
finding of 


rece ord, 


absurd to 


xx 


be, or by the employment of redundant Euro- 
pean workers. In such ways—but above al] 
by an increase in individual effort, including if 
necessary the working of longer hours and 
multiple shifts—it is undoubtedly possible to 
expand production, given the necessary supplies 
of raw materials, fuel and power. It is another 
question whether such additional production 
can possibly be sufficient to take care of defence 
demands, and so remove the need for drastic 
curtailment in other directions. It is even 
more doubtful how the extra output is to be 
secured in the industries where it is most 
needed 


RETRENCHMENT ESSENTIAL 


Even before Korea, the case for reducing 
Government and other public expenditure to 
permit an alleviation of the tax burden was so 
overwhelming that it is appalling now to have 
to contemplate an actual increase in taxation. 
One cannot doubt that a real policy of retrench- 
ment would yield very substantial economies, 

hough one or two cherished idols would have 
to be shattered in the process. I have in mind 
such things as the notion that the majority of 
families derive any net benefit from the food 
subsidies, or that new houses must be occupied 
exclusively by tenants receiving enormous 
subsidies when many others, worse housed, 
would be only too happy to pay an economic 
rent for them 

Unfortunately, there seems little hope that 
this radical overhaul of spending policies, 
designed to eliminate waste and to limit public 


subsidies to those really in need of such 
issistance, will be carried out even now. If 
not, we must prepare ourselves for yet a 


crippling load of 
carrying. 


further addition to the 
taxation which our people are 


NATION ALREADY OVERTAXED 


What is absolutely certain is that any 
additional fiscal burden will fall on a nation 


which is already grossly overtaxed. Still 
higher taxation will not only diminish still 


further the incentives to effort and initiative: 
it will have lost a great deal of its former 
effectiveness in curbing inflationary pressures. 
More taxation, especially more direct taxation, 
will mean less saving, while any increase in 
indirect taxation will raise prices and provoke 
demands for higher wages. In other words, 
any remaining margin of taxable capacity is 
terribly small. To finance defence we must 
look, in the main, not to increases in revenue 
but to drastic reductions in other public 
expenditure 

To secure adequate resources for rearma- 
ment, to safeguard the purchasing power of 
our savings, and to restore to our internal 
economy that resilience which alone will permit 
the maintenance of our social services un- 


impaired—these are the main objectives of a 
policy of vigorous retrenchment. Drastic 
economy is always difficult, disagreeable and 


unpopular, but to follow any other course now 
would be to sacrifice the substance for the 
shadow, and to condemn our people to slow 
strangulation, social services and all. 
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MIDLAND BANK LIMITED 


YEAR DOMINATED BY 


MARKED 


UNCERTAINTIES 


LORD 


HE 115th annual general meeting of 
Tie Midland Bank Limited will be held 

at the Head Office, Poultry, London, E.C.2, 
on February 16. 

The following is the statement by the 
Chairman, the Most Hon. the Marquess of 
Linlithgow, K.G., K.T., on the report of the 
directors and balance sheet for the year to 
December 31, 1950, which has been circulated 
to shareholders: 

During the year just ended, attention has 
been concentrated very largely on international 
affairs. Developments on the political plane 
have, unhappily, commanded instant concern; 
but on the financial and economic level they 
have been scarcely less striking. Indeed, if 
one were to be satisfied with a superficial view 
the change, in one vital respect at least, since 
the time of widespread currency devaluation 
could be taken as far more gratifying than 
anyone had a right to expect. Even with 
proper qualifications it may be recorded that 
marked progress has been made towards that 
international equilibrium for which Britain, in 
company with other countries damaged and 


impoverished by war, has been struggling 
through more than five strenuous, exacting 
years, 

DOLLAR GAP CLOSED 


The past twelve months or so have seen a 
rapid narrowing of the ‘“‘ dollar gap’; for the 
sterling area, indeed, the gap has actually been 
closed, and estimates indicate that even by 
the middle of 1950 a surplus of dollar earnings 
on current account had been achieved. More 
generally, the monetary reserves, in gold and 
dollars, of post-war “‘ deficit countries "’, taken 
in the aggregate, have been growing faster than 
the most hopeful prophet could have foreseen 
eighteen months ago, so that an appreciable 
part of the world’s monetary gold stocks, un- 
duly concentrated in the United States, has by 
now been redistributed to serve the purposes 
of properly dispersed resources. The produc- 
tion of goods has been growing markedly with 
the progress of post-war reconstruction and 
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technical improvement, and important steps 
have been taken along the road of liberalization 
of trade and payments in western Europe. 
Negotiations are proceeding, moreover, under 
the terms of the General Agreement on Tariffs 
and Trade, for further lowering of the barriers 
to international commerce. All this adds up 
to a solid achievement, even when full allow- 
ance is made for the impetus given by the 
acceleration and enlargement of defence 
measures in response to increased political 
tension 


STATES CONTRIBUTION 
TO RECOVERY 


It would be an endless task, merely pro- 
voking unprofitable controversy, to try to 
allocate the credit for this achievement. One 
thing that can be said indisputably, however, 
is of high significance in any consideration of 
the prospects for consolidating and extending 
the gains already won. It is that the speed 
and extent of the progress recorded thus far 
must be ascribed very largely to the immense 
contribution made, directly or indirectly, by 
the United States of America. It has indeed 
been a political miracle of modern times that 
the United States, reversing her long-standing 
policy, has accepted with astonishing prompti- 
tude, and expressed in munificent and decisive 
action, the responsibilities of leadership in 
world affairs. Let us look for a moment at the 
variety and scale of the material contribution 
made by the United States to economic 
recovery, particularly in the war-ravaged 
countries of western Europe. 


UNITED 


FAR-SIGHTED 


In the line of succession from lend-lease, 
which came to an end immediately the fighting 
ceased, the United States Government was by 
far the largest contributor to post-war relief, 
especially through UNRRA. Then, when 
something more than relief was seen to be 
necessary if any progress were to be made 
towards the re-establishment of a sound basis 


ENTERPRISE 








of economic life in Europe, the European 
Recovery Programme was conceived, and 
brought into operation towards the middle of 
1948. Under the guidance of Mr. Paul Hoffman 
this far-reaching enterprise, it is safe to say, 
was carried through with a degree of vision, 
adaptability and wisely-directed generosity 
which alone renders it unique, quite apart 
from the magnitudes involved. Altogether 
outright grants under these two and other 
similar headings had amounted, by last Sep- 
tember, to nearly $18,000 millions net in cash 
or in kind, all provided within the budget of 
the United States Government and all therefore 
subject to the scrutiny and assent of Congress. 
Added to this vast sum must be the further 
provisions by way of loans or credits, including 
the 1946 loan to the United Kingdom Govern- 
ment and the operations of the Export-Import 
Bank, amounting to a net total of over $9,000 
millions. Then again, the United States has 
contributed $3,400 millions to the resources 
of the International Bank and the Interna- 
tional Monetary Fund \ complete enumera- 
tion of all such allocations, including for 
example the expenditure authorized by Con- 
gress for ‘‘ Point Four”’ technical assistance 
for under-developed areas, makes an astonish- 
ingly varied and imposing list. It is important, 
moreover, not to forget the secondary results 
of provision on this scale. Our friends in 
Canada, for example, who themselves have 
played a notable part in measures of post-war 
recovery, would be the first to recognize the 
substantial support given to the economy of 
the Dominion by the “ off-shore ’’ purchases 
arranged under the European Recovery Pro- 
gramme, which went far to fortify Canada’s 
resources of United States dollars 


DEVELOPING EUROPEAN TRADE 


I have mentioned the far-sighted vision with 
which the programme was carried into action, 
and one of the ways in which this quality has 
been expressed is in the action taken to 
quicken the reviving powers of self-support 
among European countries on the basis of 
adequate dollar-earning exports The sub- 
stantial reduction already achieved, even before 
the war, in the scale of United States import 
duties has been carried still further—though 
one must add with regret that measures to 
remove administrative obstacles to the entry 
of foreign goods still lag woefully behind the 
good intentions of enlightened Americans from 
the President downward \gain, the help 
given in developing markets for European 
products in the United States and in improving 
productive capacity so as to take advantage 
f opportunities presented there has been 
charasteristically practical and fruitful. The 
United States, too, has taken a leading part 
in promoting freer trade through wide-ranging 
tariff negotiations and mutual consultation and 
through the liberalization of payments by the 
establishment and operation of the Europe an 
Payments Union. American participation has 
been prominent also in the setting-up and 
operation of new bodies for international co- 
yperation, including the Bank and the Fund 


and the Food and Agriculture Organization, 
t is only when one comes to recall these facts 
sy stematically that one begins to appreciate, 
in general terms, the magnitude and quality 
of the contribution—material, intellectual and 
moral—of the United States to world recovery 
and improvement and to realize how dark and 
devoid of hope the situation might have been 
in the absence of this unexampled aid and 
inspiration 


DEFENCE MEASURES 


Latterly yet a further contribution has 
sprung from necessity rather than the free 
acceptance of generously measured respongi- 
bility. During the past year the stage was 
reached in international political relations at 
which the United States adopted more far. 
reaching measures of defence, and undertook 
military operations on behalf of the United 
Nations, requiring vastly increased purchases 
from abroad of strategic materials, besides 
entailing direct assistance for re-armament in 
western European countries. The resultant 
rapid absorption of raw materials, while it has 
stimulated a rise in prices which is in some 
respects little short of alarming, has at least 
had the result, for the time being, of materially 
adding to the current dollar resources of many 
countries outside the United States. Un- 
doubtedly, the defence factor has been largely 
responsible for the rapidity with which the 
dollar gap has been reduced in the course of 
the past year; but this fact should not be 
allowed to detract from the assessment of 
progress made by measures having their origin 
in voluntary, far-sighted plans for the establish- 
ment and extension of economic welfare on the 
basis of a free association of peoples. 


PROSPECTS OF LASTING EQUILIBRIUM 


Looking to the future, it can hardly be 
denied that to expect the indefinite continuance 
of direct material support from the United 
States, of the kind and on the scale recorded 
if the past five years, would be to cultivate 
an enervating and chronically unhealthy habit 
of mind. Equally, however, to presume the 
sudden cessation of American aid would be to 
envisage the risk of collapse of the painfully 
rebuilt structure of economic and _ financial 
relations. Between these two extremes, the 
prospects at this moment are beyond close 
assessment. Marshall aid was already tapering 
fast and had been intended to cease, as such, 
in 1952; while for the United Kingdom it is 
already coming to an end, provisionally at 
least. Stockpiling, moreover, is not a repetitive 
process; further, it has in itself created diff- 
ge s in maintaining essential supplies which 

is hoped will be overcome as a result of the 
talks between the President and the Prime 
Minister a few weeks ago. On the other hand, 
as has been recognized in joint Governmental 
statements, economic aid has become insepat- 
able from combined defence plans, and it may 
be assuredly foreseen that the United States 
will continue to ease the pressure of re-arma- 
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ment upon the economies of European coun- 
tries. Looking to the more distant future, in 
the hope and on the assumption that world 
war may be averted, ‘“‘ Point Four ”’ assistance 
for under-developed territories may grow in 
magnitude the plans embodied in the Gray 
report on pi )st-Marshall measures may perhaps 
extend the period of American-supported 
recovery and provide the momentum for sus- 
tained expansion without resort to further 
‘emergency ' arrangements; and American 
investment abroad, through Governmental 
agencies or under private auspices, may grow 
in volume if confidence gathers strength on 
both the political and economic planes 


STAGE OF SELF-SUPPORT 

While, therefore, direct assistance from the 
United States may be foreseen as continuing 
in one way or another for some time ahead, it 
seems that the world——-given peace—is coming 
within sight of the day when sustained econo- 
mic welfare can and should be achieved on the 
basis of self-support within a freely-moving 
system of international trade and finance 
Even so, and beyond the stage of ‘‘ emergency ” 
aid, the international economy will continue 
to be powerfully influenced by conditions within 
the United States. We had a short and happily 
mild demonstration of this dependence in the 
secondary consequences of the American busi- 
ness recession early in 1949. It may thus 
become a question of cardinal importance to 
the rest of the world whether business activity 
in the United States is likely to be steadier 
than in times past, or whether it will prove to 
be still subject to violent fluctuations, the 
effects of which will be speedily and distur- 
bingly transmitted to other countries. No one 
expects stability—in free-enterprise America, 
I believe, the objective of economic policy has 
been described as progress through “ high- 
frequency oscillation ’’—but equally everyone 
recognizes the catastrophic reactions through- 
out the world of such upheavals as occurred 
within the economy of the United States in 
pre-war times 


INHERENT U.S. STEADINESS 

For myself, I do not think we need nurture 
anxiety on this account, for, despite some 
evidence of continued surface effervescence, 
there is good ground for believing that the 
economy of the United States has greater 
inherent steadiness than in times past. One 
has to reckon, for example, with what are 
sometimes called ‘‘ built-in supports ’’ for con- 
sumers’ buying power, in the form of pensions 
and similar social security arrangements as well 
as measures of unemployment insurance and 
telief which come into operation automatically 
in a period of lagging demand for the products 
of industry; and further with a system of 
support of prices of farm products which again, 
with all its faults, does tend to maintain the 
demand for industrial goods. On another 
aspect of the matter, the financial system has 
been strengthened by a variety of measures, 
including powers of control over some forms 
of bank lending and business in stock exchange 


securities, having the effect of fortifying the 
structure and enlarging the possibility of 
restraining undesirable developments. Then 
again, a marked contrast with conditions in 
the ‘thirties is to be found in the smaller 
volume of outstanding mortgage and other 
debt in relation to the flow of incomes, and in 
the far larger liquid resources in the hands of 
agriculture, industry and trade. 


BALANCE ON RIGHT SIDE 

I do not pretend that this is a complete array 
of the factors to be considered in forming a 
judgment; nor am I blind to the weaknesses 
that have to be brought into the account, such 
as the heavy dependence of some industries on 
the maintenance of liberal facilities for con- 
sumer-credit. Yet I feel sure that the balance 
is on the right side, especially when we acknow- 
ledge the convincing signs of a less volatile, 
better informed and more long-sighted attitude 
towards capital investment and_ business 
fluctuations among those responsible for the 
conduct of industry and trade. If the psycho- 
logical trend is indeed in this direction, then a 
powerful factor which formerly helped to 
exaggerate the upward and downward phases 
into extreme boom and depression will have 
been weakened, to the great advantage of the 
United States itself and of the entire world. 
For it requires little knowledge or intelligence 
to understand that, for as far ahead as can be 
foreseen, the maintenance of a high level of 
employment and a steady advance of pros- 
perity within the United States must be a 
condition of continued progress towards econo- 
mic recovery and expansion throughout the 
world. 


EQUAL PARTNERSHIP 


The disproportionate influence exercised by 
the United States on world affairs, in part by 
reason of the ‘‘ natural ’’ course of economic 
evolution and in part as a consequence of the 
damage and disruption wrought by war, is to 
some extent inevitable; but it is also excessive 
when judged by the long-term interest of the 
world asa whole. It can, I believe, be accepted 
as sound dogma that very heavy, concentrated 
dependence—whether direct, as in terms of 
imperialism, or indirect as in present circum- 
stances—upon a single political and economic 
power is basically unhealthy, however strong 
and consistently far-sighted and benevolent 
that power may be. It follows that insistent 
stress should be laid on that objective of 
mutually accepted policy which consists in a 
closer approach to equal partnership; and 
nowhere is such a movement more to be desired 
than in relations between the United States and 
the British Commonwealth. That this article 
of policy is generally approved is one of the 
hopeful signs in international affairs, and I 
am sure everyone will have noted with gratifi- 
cation the words used by Mr. Douglas in his 
letter of resignation from the office of Ambas- 
sador of the United States, which he had 
occupied with unusual distinction: ‘‘A con- 
tinuing close relationship between our own 
country and the people of the British Isles and 
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of the British Commonwealth of Nations, even 
though that relationship has now become some- 
what merged with international organizations 
in which we all play a part and which we all 
support, is one of the solid corner stones of 
the civilized world 


IMPLICATIONS FOR BRITISH POLICY 


For reasons of both short- and long-term 
relevance, therefore, and in the widest of 
world interests, our own policy should be 
framed with a view to constantly strengthening 
the economic foundations of the British 
Commonwealth. And this purpose should con 
tinue to rank high notwithstanding urgent pre 
occupations, as with matters of social polics 
or national security—indeed, it must always 
be an essential element in such preoccupations 
since economic staying-power and capacity for 
expansion may well be the first requirement of 
success in dealing with what seem to be the 
most pressing problems, whether domestic or 
in external relations. I therefore ask myself 
looking at the situation as a banker, what 
should be the guiding lines, in the years imme 
diately ahead, of action in the economic and 
financial sphere, and there are three matters 
on which it seems to me timely to make some 
comment 

My first point arises from the necessity, 
everywhere deplored but recognized as inescap- 
able, of diverting to concerted defence measures 
some of the economic resources actually or 
potentially at our command. In this matter 
we should resist any temptation to lean too 
heavily on the United States, for there are 
limits to thé resources, in manpower and 
materials, even of that great nation; yet help 
may be made available therefrom in support 
of the common effort. Then again, notwith 
standing supply difficulties and the demands 
of the Forces for. manpower, some reliance 
may be placed on the growing productivity of 
British industry, which gives cause for con 
gratulation to all who have contributed to it 
in any one of a number of ways. For the rest 

-and the rest need not turn out to be so 
onerous as to give rise to serious hardship 
it is essential that the diversion of resources 
should be at the expense of current consump- 
tion. It would be a culpable example of short- 
sighted expediency to divert resources from 
the improvement of economic capital at home 
or the development of productive capacity in 
overseas parts of the Commonwealth, more 
particularly in Africa and south and south-east 
Asia. I repeat that the quality we need, above 
most things, in the present state of the world 
is staying-power! 


HIGH DOLLAR EARNINGS ESSENTIAL 


Secondly, no effort should be abated in 
maintaining at the highest attainable level the 
dollar earnings of the sterling area, and of 
Britain in particular as the central unit of that 
association The defence programme may 
require larger imports of raw materials and 
may impair export capacity in some branches 
of industry. The fact that the balance of 


current payments of the United Kingdom 
showed a substantial surplus last year, and the 
further, more directly relevant, fact that the 
sterling area as a whole has been earning a 
dollar surplus, give no ground whatsoever for 
any slackening of endeavour. The suspension 
of Marshall aid must in itself tend to slow 
down the growth of gold and dollar reserves: 
yet only by the maintenance of that growth 
can the pound sterling reach a position in which 
steps can be taken towards wider convertibility, 
Then again, we in Great Britain must prepare 
ourselves for meeting the interest and sinking 
fund on the American and Canadian Govern. 
ment loans, the service of which is due to begin 
at the end of this year. The first annual pay 
ments will entail drawing on our gold and dollar 
resources to the extent of well over $15 
millions. It is true that the ‘‘ escape clause ’ 
in the loan agreements might perhaps be 
invoked; but there is everything to be said 
for avoiding recourse to that expedient and 
for according the highest priority to payments 
falling due under the debt contracts 


SUSTAINED EXPORT EFFORT 


To fulfil these liabilities, while at the same 
time adding to monetary reserves, meeting 
more of the import requirements of partners in 
the sterling area and supplying capital for 
development of resources overseas will call for 
he greatest and most sustained export effort 
that can be put forth. The work of the Dollar 
Exports Board and of the Anglo-American 
Council on Productivity has yielded gratifying 
results, which will need to be applied and 
multiplied in the period immediately ahead. 


Assuming continued success along these lines, 
so that equilibrium on the balance of payments 
is firmly established and the monetary reserves 
of the sterling area are powerfully reinforced, 
the question will arise whether the time has 
not come for moving gradually towards fuller 
convertibility and freer use of the pound 
sterling. Britain's participation in the Euro- 
pean Payments Union, on terms which pro- 
vided a link between members of the Union and 
of-the sterling area, was an important step in 
this direction; so also were the offer of trans- 
ferable account facilities to OEEC countries 
not previously enjoying them and the institu- 
tion of more liberal exchange control arrange- 
ments with Scandinavian countries. It may 
be worth considering whether further progress 
could be made by offering inducements, with 
suitable safeguards, to wider membership of 
the sterling area. We can perhaps usefully 
remind ourselves and our friends abroad that 
the sterling area, which historically was 4 
natural growth arising from complementary 
trading and financial relations, has a much 
firmer economic foundation than has a deliber- 
ately devised association like the EPU, com- 
prising a group of countries that have little in 
the way of economic solidarity beyond that 
which is provided by geographic al ‘proximity 
and common devastation by war. A number 
of countries which formerly were “ natural’ 
members of the sterling bloc, by reason of long- 
standing trade and financial connections, are 
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not now members of the sterling area, and it 
seems not unduly visionary to hope that 
arrangements might be concerted under which 
they might see fit to bring themselves once 
again into this firmly grounded monetary 
sssociation. Whatever the particular methods, 
however, by which the pound sterling might 
be brought nearer to its old position of ready 
availability for all trading purposes, there can 
be no doubt that progress along this line would 
constitute a far more desirable application of 
regained strength thana deliberate revaluation 
of the pound in terms of the dollar, which 
might easily have the result of dissipating some 
of the gains already achieved 


WEAKNESSES IN THE DOMESTIC 
SITUATION 

Turning, very briefly, to the domestic scene, 
we find here, too, as on the external side of 
affairs, a record of substantial if qualified 
achievement. The notable increase in the 
volume of industrial output, apparent a year 
ago, has continued, thanks largely to the exten- 
sive improvement of capital equipment; and 
there is evidence that the opportunity pre- 
sented by devaluation of the pound to expand 
export trade, often in spite of the attractions 
of the home market, has been vigorously seized. 
All this, and more, is remarkable in face of the 
inescapable difficulties of the post-war period, 
to which have been added the distractions 
resulting from political divisions and the need- 
less diversion of effort caused by such projects 
as the nationalization of the steel industry. If, 
moreover, any complacency should be felt on 
the basis of past, very solid accomplishment, 
itcan be speedily dispelled by reflecting upon 
the fuel shortage and the all-too-frequent power 
cuts which disturb the smooth running of 
industry and cause endless inconvenience. It 
is further to be regretted that defence measures 
would seem to have entailed arresting, and 
perhaps even reversing, the trend of decontrol 
which had made substantial advances in the 
past two years or so. 


In considering the prospects for continuance 
of the rising trend of productivity—upon which 
so much depends in terms of both national 
security and individual welfare—one cannot 
ignore the accumulating evidence of stringency 
or lack of balance in the financing of industry, 
associated with the progressive shortage of 
equity capital. The Governor of the Bank of 
England called attention to this problem some 
months ago, and as time passes its urgency 
becomes more evident. It is to be hoped that 
the expert inquiries, instituted by the Govern- 
ment, into the effects of the present system of 
taxation of incomes and profits will be pressed 
forward rapidly, and the resultant recommen- 
dations treated as questions for prompt 
decision. 


INFLATIONARY PRESSURE 


_ The complex problem of industrial financing, 
however, is but one manifestation of a single, 
cardinal factor in the economic situation, 


namely, the continuance, and perhaps inten- 
sification, of inflationary pressure. Herein lies 
the prime cause of anxiety in any view of the 
immediate future. It seems to be officially 
recognized that the pressure may be increased 
by the needs of re-armament, not only in this 
country, but throughout the world; what 
seems to be less readily admitted is that even 
before the new defence programmes were 
drawn up the forces of inflation had not been 
decisively arrested, despite the unprecedented 
calls made upon the taxable capacity of the 
country. On this matter one’s judgment is to 
some extent dependent on personal definitions, 
particularly of the term “ full employment ’’; 
but if one accepts as the objective the absence: 
of prolonged and enforced idleness among com- 
petent and willing workers, then it can be 
argued that the maintenance of a “ high and 
stable level of employment” is practicable 
without prejudice to the preservation of sound 
monetary conditions. As events have turned 
out, the pound, considered in its domestic 
setting, has depreciated continuously in post- 
war years; measured in perhaps the most 
realistic and comprehensive way, on the basis 
of actual consumers’ expenditure, it lost about 
one-fifth of its purchasing power in the home 
market in the five years to October 1950. 


FULL EMPLOYMENT 


his being so, one is forced to ask whether the 
abjective of full employment has been correctly 
interpreted in terms of policy—whether, that 
is to say, we have in fact had too strong a 
demand for labour, at the cost of inflation and 
of that quality of mobility which was laid 
down as necessary in the famous White Papet 
on Employment Policy ; and whether policy 
in associated directions, as in the expansion of 
desirable social services, has been carried for- 
ward so rapidly as to put an excessive strain 
on the country’s command over goods and 
services. 

Whatever be the final answer to these ques- 
tions, it is certain that, so long as monetary 
or other factors operate to impede the maxi- 
mum exploitation of our productive capabili- 
ties, both human and material, progress along 
the lines, already indicated, of full and fruitful 
international collaboration is bound to be held 
back. In such circumstances Britain—which 
can mean nothing other than the people of 
this country acting both individually and 
collectively—would scarcely be able to avoid 
the verdict of having acted as a brake on the 
wheels of internationally concerted measures 
of political security and economic expansion. 
To remove all ground for such a verdict must 
be the task to which our country is committed 
for the years immediately ahead. 


MONETARY CONDITIONS 


Arising out of my remarks on inflationary 
pressure, it will not have escaped notice that 
the latter part of the past year has seen a 
marked expansion of liquid money in the form, 
of bank deposits—a movement which. is' 
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reflected in our own balance sheet, where 
deposits are shown to be £40 millions, or three 
per cent. higher than at the end of 1949. The 
expansion is the more noteworthy since it 
follows a period of more than two years over 
which the trend was almost level, thus accord- 
ing with the official policy of stabilization 
through budgetary disinflation. Are we to 
infer, then, notwithstanding statements in the 
budget speech last April, that that policy has 
failed or been abandoned? It is obviously 
important, especially in view of heavier defence 
charges on the national revenue, which may 
make more difficult the further pursuit of such 
a policy, that the reasons for the growth of 
bank deposits should be brought to light. The 
November issue of the Midland Bank Revieu 
contained an article which was designed to 
explain the working out of various factors 
governing the rise or fall in bank deposits, and 
I propose to follow the pattern of that article 
in attempting to interpret the movements of 
the past year. For this purpose the latest 
figures I can use are drawn from the November 
returns of the London clearing banks, but 
there is no reason to suppose that the substitu- 
tion of December figures will seriously modify 
the conclusions reached. The essential data 
may, then, be set out as follows: 


Fiructuations tN BanK LIABILITIES AND ASSETS 


(£ millions: approximately at mid-month) 


7——** Public sector "’ 
Net assets Ad 
deposits Invest- vances 
ments Other Total 
Nov. 1948-Aug. 1949 11y_ +31 227 196 +- 86 
» 1949 » 1950 86 8 203 221 +125 
Aug.—Nov. 1949 12¢ 6 60 + 75 + 46 
os e 195¢ 252 15 224 +239 + 15 
Year to Nov. 1949 + Qg +37 158 121 +132 
1950 rh 3 +2: + 38 +140 


CLEARING BANKS’ DEPOSITS 


It will be seen that over the year to Novem- 
ber 1949 the net deposits (that is, deposits as 
recorded less cheques on and balances with 
other banks) of the clearing banks were practi- 
cally unchanged in amount, whereas over the 
year to November 1950 they increased by 
roughly £170 millions, or nearly three per cent 
The disparity, however, was concentrated in 
the last quarter of the year. It is clear from 
the table that, largely under the impact of 
seasonal movements, there was a shrinkage 
in the first nine months of each year. In both 
periods an increase in non-Governmental bor- 
rowings from the banks was far more than 
offset by a reduction in the requirements of 
public authorities including the Government 
itself; but in the later period the net con- 
traction was less pronounced. For the con- 
cluding three months, however, a marked 
divergence is to be noted, the expansion of 
deposits being twice as large in 1950 as a year 
earlier. Inspection of month-by-month figures 
for 1950 shows that the expansive movement 
was at its full strength in the period mid- 
August to mid-October. The divergence is not 


to be traced to the borrowing demands of the 
“ private sector ” of the national economy, for 
the increase in advances was smaller than a 
year before. The responsible factor is to be 
found in the banks’ holdings of “ public 
sector ’’ assets, in particular Treasury bills 
and Treasury deposit receipts; taken together, 
the “‘ public sector’’ assets expanded more 
than three times as much in the quarter to 
November 1950 as in the corresponding period 
of 19490. 


REASONS FOR EXPANSION 


The clue to the source of the expansion has 
now to be followed into the Exchequer returns, 
and at the first stage the evidence conflicts 
with the results; for on the basis of revenue 
and outgoings the past year’s record is slightly 
more disinflationary than that of 1948-49, 
while the same comparison is true of the con- 
cluding three months of the year. To reach 
any accurate interpretation of the figures, 
knowledge would be required of the magnitude 
of the decline which it is thought may have 
taken place in Government-financed stocks of 
primary commodities; but at least one may 
conclude that it is not in any rapidly mounting 
scale of current Government expenditure, orfin 
any shortfall of revenue, that the origin of the 
expansion in bank deposits is to be found— 
the pressure of re-armament outlay, it appears, 
has yet to be felt. We are driven, then, to 
search for other possible causes of the addition 
to the amount of bank finance provided for 
Government needs. Looking first at domestic 
conditions, it is possible—though the facts are 
by no means clear—that some decline may 
have occurred in private, non-banking holdings 
of Government debt; but when allowance is 
made for other internal factors, such as the 
accumulating surplus on the national insurance 
funds, it would not be warrantable to find here 
the cause of expansion on such a scale as has 
been noted. 


STERLING AREA’S BALANCE 


It follows that the expansion must have been 
due overwhelmingly to the changed external 
position, including the establishment—for the 
time being at least--—-of a surplus on the sterling 
area’s balance of payments with dollar coun- 
tries and the tendency among foreign buyers to 


‘meet their foreseeable requirements of sterling 


by purchases in advance of actual need. Under 
the impact of these forces the Exchange 
Equalisation Account had to take into its 
possession large amounts of gold and dollars, 
and in paying for these it had to hand out 
equivalent quantities of sterling, a substantial 
part of which went on to deposit with the 
banks. The fact that it was found necessary, 
in July and again in October, to make large 
additions in sterling to the resources of the 
Exchange Account indicates the pressure ol 
the requirements thus arising. As the outcome 
of the whole process, bank liabilities and assets 
were both enlarged as opposite facets of the 
same movement: on the one side deposits 
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crew, and on the other the banks came to 
hold, or finance the holding of, additional 
Treasury bills put out by the Exchange 
Account to pay for the gold and dollars it was 
acquiring Against the expanded volume of 
deposits the banks had to hold a larger quantity 
of cash, in order to maintain the regular ratio 
of eight per cent., and, in accordance with the 
now well-established system the authorities 
accepted the responsibility of providing the 
additional cash in the form of bankers’ balances 
with the Bank of England. 


IMPACT OF TAXATION 


Thus analysed, the growth of bank deposits 
sives far less cause for anxiety than if it had 
been traceable simply to deficit financing 
through a sharply unbalanced budget. Indeed, 
it would be possible to argue that some part 
of the momentum towards expansion will work 
itself into reverse as sterling bought in antici- 
pation of needs is used to pay trade debts as 
they fall due. Nevertheless, it would be wrong 
to regard the increase with complete equa- 
nimity, particularly in the light of foreseeable 
factors making in themselves for further expan- 
sion. One of these is the prospective rise 
in Government expenditure, particularly on 
account of defence, which, having regard to 
the existing level of taxation, will not be easy 
to provide for out of revenue while leaving 
still a substantial budget surplus to cover 
‘below-the-line ’’ outlays. It is relevant here 
to remark that, in order to exert full disinfla- 
tionary effects, taxation needs to have its 
impact on incomes and private spending; taxes 
which have the result merely of transferring 
capital are largely ineffective for this purpose 
The relation between revenue and outgoings, 
it is true, is only one of the major factors 
governing the total Governmental requirements 
of bank finance, and no one can judge at all 
confidently the weight to be exerted by other 
factors, particularly the course of the external 
balance of payments 


INDICATIONS OF FURTHER PRESSURE 


In the non-Governmental field, however, 
there seem to be indications of continued 
expansive pressure through the upward trend 
n bank advances, which lifted our own balance 
sheet item by £13 millions to £344 millions in 
the course of 1950. The rise in the level of 
prices, possible further increases in production 
in some industries, the return of important 
parts of the trade in primary commodities into 
private hands and the widespread financial 
stringency in business all point in this direction. 
On the other hand, many undertakings are 
finding it impracticable to maintain their 
required stocks of materials and may have to 
operate on a lower level of activity, while some 
have already taken the view that their turn- 
overs must be restricted, even at the cost of a 
reduction of output, to accord with the capital 
resources at their disposal. It can be taken 
for granted, moreover, that the banks will 
continue to scrutinize applications for credit 


with full regard for the national interests as 
expressed in the terms of official communica- 
tions of Government policy 

Taking all things in view, as far as the pros- 
pects can be judged, it would not be surprising 
if a trend towards monetary expansion were to 
continue, unless measures to combat infla- 
tionary pressure are adopted which go nearer 
to the source of the trouble than those so far 
employed—unless, in particular, the heavier 
re-armament outlay can be brought within 
the compass of the present volume of Govern- 
ment spending. 


AFFAIRS OF THE BANK 

In accordance with monetary developments 
just mentioned, and with the upward trend of 
business activity, our gross earnings for 1950 
were higher than for the preceding year. This 
increase, however, was more than offset by 
the continued growth of salaries and wages, 
pension provisions and other staff costs, as 
well as other running charges and the higher 
load of profits tax, so that the net profit, as 
already announced, was again slightly lower 
on the year. Out of the net profit we have 
allocated a larger amount than a year ago to 
the general Reserve for Future Contingencies, 
believing that the many uncertainties clouding 
the future impose upon us the necessity of 
strengthening to the fullest possible extent— 
in the interests of depositors, shareholders and 
staff alike—the inner reserves of the Bank. If 
the Directors’ recommendation for a final 
dividend is approved, the balance to be carried 
forward into the next year’s account will be a 
trifle larger than that brought in. As evidence 
of healthy growth in the volume of our business 
I would refer you to the diagrams printed at 
the end of the Annual Report. The experiment 
begun a year ago along these lines was so 
cordially welcomed that I feel sure the present 
expanded and improved series will be of wide 
interest. 


OVERSEAS BUSINESS 


On the overseas side of the business, perhaps 
the major part of the post-war re-expansion 
arises from the still growing use of documentary 
credits, covering British imports and exports 
and trade between countries other than the 
United Kingdom. The volume and diversity 
of transactions under the last heading are a 
tribute both to the strengthening of the position 
of London as the pre-eminent financial centre 
of the world and to the leading part played in 
it by our own Overseas Branch. Associated 
with, and in addition to, this essential service 
to international trade is the work involved in 
the task, imposed by national necessity, of 
operating the elaborate system of exchange 
control, under which we have to apply a never- 
ending stream of new or revised regulations 
and instructions. We estimate that the equiva- 
lent of the full time of several hundreds of our 
staff, whether at the Overseas Branch and the 
four special foreign branches in provincial 
centres or at ordinary branches of the Bank, is 
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occupied in this work; quite apart from the 
skilled labour of dealing with exchange control 
forms, for trade, travel and other purposes, at 
a rate approaching a million a year, much time 
of highly trained and specially equipped officials 
is taken up in interpreting the regulations to 
customers and helping them to frame their 
upplications to the authorities 


DEALINGS IN CANADIAN DOLLARS 


\ warm welcome was given to the limited 
facilities accorded some months ago for dealing 
in Canadian dollars, for which we were particu- 
larly well prepared by the installation of new 
equipment following destruction by enemy 
action; and it is hoped that, in the light of 
experience now being gained, some further 
steps in the direction of larger freedom for 
approved business may be found possible as 
time In common with other banks, 
we experienced in the later summer months an 
accumulation in our hands of foreign-owned 
balances as a result of rumours, usually having 
their source this country, of pending 
revaluation of the pound, which led traders 
abroad to anticipate their sterling require- 
ments; a large part of these balances has now 
been worked off in course of trade, but the 
residue is indicative, along with other signs, of 
the higher esteem in which sterling is now held 
throughout the world. 


goes on. 


outside 


This sustained growth of our overseas busi- 
ness, however, is by no means wholly due to 
circumstantial factors; it could not have been 
secured without a high standard of service and 
the maintenance of a lively attention to the 
infinitely varied needs of customers at home 
and of banking and other clients abroad. For 
both purposes constant contact has to be 
maintained on a personal level, and we believe 
it to be in the interests of the trade of this 
country and its earnings on “ invisible ”’ 
account that these intimate relations should 
be cultivated and_ periodically refreshed. 
During the past year representatives of this 
Bank have visited the United States and 
Canada, the Scandinavian countries and Fin- 
land, the Netherlands, Belgium, France, Spain, 
Italy, Switzerland, Germany, Yugoslavia, 
Greece and a number of middle east countries; 
and visits are about to be made to various 
parts of South America. 


‘“*SELF-BALANCING”’ ITEMS 


Attention has already been directed to the 
rise, over the past year, in the Bank’s deposits 
and advances, and one or two other items of 
the balance sheet call for mention. A striking 
increase has occurred in the “ self-balancing ”’ 
items relating to acceptances and confirmed 
credits, and this, together with the enlarge- 
ment of forward exchange contracts, has to be 
attributed mainly to the expanding volume of 
international trade, at rapidly rising prices, 
financed through these particular facilities 
available in the London market. With regard 
to the assets held against deposits, the switch- 
ing over of official requirements, noted a year 
ago, from Treasury deposit receipts to Treasury 





bills was carried further, though there haye 
been signs latterly that the movement may 
have come to an end. In recent months we 
have added to our holding of investments by 
purchases of short-dated Government secert. 
ties, thus keeping the ratio of investments to 
deposits at about the same figure as a year or 
two years ago. Investments and advances 
together still cover less than one-half of our 
deposits, as against the conventional two. 
thirds before the war, so that a very high 
standard of liquidity is maintained. 


PROGRESS OF AFFILIATED COMPANIES 


Personal observation, as well as accounting 
and other records, enable me to report favour- 
ably on the progress of our affiliated com. 
panies. Our oldest affiliation is with the 
Belfast Banking Company, which, under the 
chairmanship of Lord Alanbrooke, amply 
maintains its record of trusted service in the 
financial affairs of public authorities, business 
undertakings and private citizens in Northern 
Ireland. Thanks very largely to the guiding 
wisdom of Sir Harold Yarrow, the combined 
Clydesdale & North of Scotland Bank has 
begun the writing of a new chapter in the long 
and honourable history of the two separate 
institutions—a chapter marked by the issuing 
of a new note the design of which happily 
embodies the elements of this historic union, 
The arrangements for fusion of the two busi- 
nesses have gone forward smoothly and, I am 
confident, to the advantage of all concerned, 
particularly customers of the two amz algamating 
banks. The business of the Executor and 
Trustee Company is still growing, and during 
the past year two more branches have been 
opened. In our own Bank, new offices have 
been established in various places where public 
need holds out the prospect of remunerative 
service, and the total of branches and sub- 
branches, at 2,118, is now very close to that 
recorded just before the outbreak of war which 
enforced a large number of closures. 


STAFF PENSIONS 

During the past year two important steps 
have been taken, with the approval of the 
Board, in the interests of the staff and the 
Bank. First, in the light of an actuarial 
inquiry, the Bank’s contribution to the Mutual 
Provident and Widows’ Fund has been heavily 
increased in order to enable present benefits 
to widows and orphans to be maintained 
without raising the rate of contribution from 
members of the staff. Secondly, a Pension 
Trust Fund has been established, requiring 
very large appropriations out of the current 
earnings of the Bank to provide for the great 
expansion of pension liabilities which results 
from unevenness in recruitment caused by 
two world wars. The new scheme, like that in 
force hitherto, involves no contribution from 
existing members of the permanent staff. In 
conclusion, I am glad to pay tribute once 
again to the high standards of efficient service 
steadily maintained by our staff in every 
department of the Bank’s work. 
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Entrusted to our care on the last day of 1950 were deposits and 
other balances exceeding £1,393 millions, and nearly two-thirds of this 
great sum consisted of current accounts, upon which customers draw 
their cheques. To meet their needs all over the country we held cash 
in our tills and balances at the Bank of England amounting to £116 


millions, representing the usual ratio of approximately 8% of deposits. 


Our cash holding can be replenished rapidly from sums lent at 
call or at a few days’ notice to the money market, in total £88 millions, 
while our holdings of Treasury Bills, Treasury Deposit Receipts and 
other British Government securities amounted in all to £779 millions. 
In addition, advances to our customers reached a-total of £344 millions, 
mainly to help in the running of Britain’s factories, farms and other 


businesses. 


MIDLAND BANK LIMITED 
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NATIONAL PROVINCIAL 
BANK LIMITED 


PROBLEM OF PROVIDING DEFENCE 
EXPENDITURE 


SIR JASPER N. RIDLEY’S STATEMENT 


HE 118th Annual General Meeting of 
National Provincial Bank Limited will 
be held on 8th February in I.ondon. 

The following is an extract from the circu- 
lated statement of the Chairman (The Hon 
Sir Jasper Nicholas Ridley, K.C.V.O., O.B.E.) : 

The principal individual item in our accounts 
is the liability on current, deposit and other 
accounts. The amount shown in the accounts 
now presented is £838 millions. This is an 
increase on the previous year's figure of /61 
millions. 

The profit for the year disclosed in the 
accounts is £1,454,811, which is slightly in 
excess of the profit of £1,413,126 made in r1aqo. 

In practically every direction, there have 
been substantial increases in the cost of 
running the Bank. The additional expenses 
have not been absorbed by wider profit mar- 
gins, but the Bank has been able to meet 
them out of the additional revenue accruing 
from increased advances and the larger turnover 
of business which it has handled. 

An interim dividend at the rate of 7} per 
cent., less tax, was paid in July and it is 
proposed to pay a final dividend of 7} per 
cent., less tax, costing £391,026 ; to make an 
appropriation to the published reserve fund of 
£500,000 (bringing the published reserve funds 
up to {11 millions) and to carry forward a 


balance of £984,462 


\ YEAR OF PROFOUND CHANGES 

[he past year has seen profound changes in 
national and international affairs. Inter- 
nationally it has witnessed great progress 
towards common thinking in the affairs of 
Western civilisation—even a few halting steps 
towards action. The impulse has come from 
fear, as the dangers from the East have grown 
more and more threatening and the Korean 
war has fully lit up a most ugly landscape. 
Under this increasing pressure the nations of 
the West are now ready, or nearly ready, for 
such sacrifices of well-being, and ultimately of 
internal sovereignty, as would have seemed 
unthinkable two years ago. 

The inevitable demand for increased expendi- 
ture on defence, which, in the circumstances, 
falls upon our already hardly pressed economy, 
brings us afresh face to face with the most 
obstinate internal problem of today— inflation 
and more inflation, and the rise in the cost of 
living. After all her wars this country has had 
to face and to tackle this double-headed 
monster, and has fared not too badly, although 
the depreciation in the value of money has 
proceeded continuously throughout our history, 
from the days of clipped coinage to the days 
of skilfully managed currencies. The two 


great wars of this century have sharply pre- 
cipitated the decline. 

We are now asked to provide some hundreds 
of millions for additional defence expenditure 
this year. Some men would say, indeed they 
do say, ‘‘ Spend less on other things. Post- 
pone to an easier and more spacious day the 
spending of harassed pounds on other objects, 
however desirable they may be: in fact, 
economise elsewhere.’ But as yet these voices 
are small and still. Other men—most men, 
it would appear—say, “‘The State cannot 
economise. We must consider merely what is 
the best form of tax to produce the additional 
funds required.”’ 

How indeed are these to be found from the 
wealth of a nation which is already more 
heavily taxed than any country in the world, 
where 43.6 per cent. of the national income is 
taken by taxation and compulsory insurance 
contributions. In 10938 the percentage taken 
was approximately 25: at least there was a 
margin at that time. Where is the margin 
today ? It is not wholly unreasonable to ask 
how far will the definite inflation which is 
with us be cherished and encouraged by this 
further buying power which will be handed to 
Government, while in the material field short- 
ages and controls must almost inevitably 
recur. Is it really true that a democratic 
welfare State just cannot economise, just has 
no alternative but a steady and even swift 
inflation ? 


SUPERFICIAL CHARACTER OF 
SO-CALLED PROSPERITY 


It is only when the movement, in all the 
deceptive colours of increased pay packets, is 
far advanced that men wake up to the super- 
ficial character of this so-called prosperity 
which is enjoyed by many today. Wage 
increases, company profit increases—such 
things sound fine; but ultimately there is 
nothing but bitterness in them if the good 
pound loses his goodness. 

In a time of assured peace there may be the 
shadow of a chance of achieving the Utopia 
which people dream of—high standards of 
living,-few working hours, the State as a good, 
kind, democratic parent rather than an inter- 
fering autocrat. Men dreamed, or even 
believed, that those things were ready to hand 
in 1945. But where is the assured peace ? 
Is there not rather a particularly savage cold, 
or even partly hot, war’? Perhaps eventually 
we may learn from this bitter disappointment 
that you cannot pluck Utopia as the companion 
of military victory ; that the destruction of 
war cannot be made good by fewer working 
hours; that not even the most brilliant 
thinkers can devise new economic laws which 
render obsolete the ancient rule that only by 
work and more work, can men live and make 
good the waste of past wars. If as a result of 
our tribulations we can firmly glimpse this 
elementary truth, that would indeed be a step 
forward. 

And if also in such a painful return to sanity 
the planners should become our valuable ser- 
vants instead of our dangerous masters, well, 
that would not do much harm. 
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WESTMINSTER BANK LIMITED 


STRONG POSITION OF STERLING 


LORD ALDENHAM ON CAUSES OF IMPROVEMENT 


HE statement by the Rt. Hon. Lord 
T ae oham, chairman of Westminster 

Bank Limited, has been circulated to 
shareholders, with the Report and Accounts 
for the year ended December 31, 1950, which 
will be presented at the annual general meeting 
at the Head Office on Wednesday, February 14. 
The following is a summary of the statement, 
which is dated January II, 1951: 


Lord Aldenham, in recounting the year’s 
changes in the directorate, paid a specially 
warm tribute to the Hon. Rupert E. Beckett, 
who, during 1950, resigned from the chairman- 
ship of the Bank, which he had held with such 
distinction for twenty years. Mr. Beckett still 
remains as a director. 


The balance sheet shows that Current, 
Deposit and Other Accounts, at £815 million, 
were {7 million higher than at the end of 1940 
This increase was in some degree associated 
with the strong position of sterling and the 
consequent influx of money from abroad. 


INCREASED ADVANCES 


Advances to Customers and Other Accounts 
increased on the year by £18 million to £208 
million. This upward trend was well spread 
and was a natural accompaniment of increased 
trade and industrial production. 


The course of bank deposits and advances 
in 1950, taken in conjunction with increased 
production, suggests that there was no great 
addition to inflationary pressure; but the 
outlook for 1951 is by no means so favourable 
in this respect. 


The Accounts show a profit for the year of 
£1,471,03I, am increase of £10,474 compared 
with 1949. Higher earnings from advances 
were partially offset by a reduction of income 
from investments. All expenses continued to 
rise, especially Staff costs, which are, of course, 
by far the largest item. The profit has enabled 
the declaration of the same dividends as for 
last year, and again the placing of £600,000 to 
Reserves for Contingencies. 


In the wider field of national affairs, the 
economic progress of 1950 must now be viewed 
in the light of the outbreak of war in Korea, 
which has been taken by all the freedom-loving 
nations as an indication that the cold war in 
Europe may at any time become a real war. 
But our defence measures are a long way in 
arrears; making up for lost time must impose 


a heavy burden on this country and greatly 
add to our economic difficulties. 


STERLING AREA’S RESERVES 

The other outstanding development of 1950 
was the striking increase in the gold and dollar 
reserve of the sterling area, a change of fortune 
which led to the mutual agreement between 
the Governments of the United States and the 
United Kingdom that Marshall Aid to Britain 
should be suspended from January 1, 1951. It 
is difficult to exaggerate the success of the 
Marshall Plan, an act of international co- 
operation surely without parellel in time of 
peace. 


The appearance of a surplus of dollars in 
the balance of payments of the sterling area 
and the consequent suspension of Marshall 
Aid to Britain do not mean that, quite apart 
from the strain of defence preparations, the 
economic recovery of this country is anywhere 
near complete. An examination of the causes 
of the improvement makes this clear. The 
devaluation of the pound in September, 1949, 
coincided, roughly speaking, with an upward 
turn in the level of business activity in the 
United States. 


A second strong influence was the heavy cut 
in dollar imports which the United Kingdom 
and the countries of the overseas sterling area 
were forced to make at the time of devaluation. 
At the end of June, 1950, a third factor was 
added—the outbreak of war in Korea. A new 
stimulus was given to the demand for raw 
materials, and the third quarter of the year 
ended with the reserve standing at rather more 
than double the_figure at the time of devalua- 
tion, the sterling area having had a surplus 
of $400 million in the first nine months of 
1950 apart from Marshall Aid received. This 
fact encouraged the idea abroad that the 
pound might be re-valued. The result was a 
sharp rise in the demand for sterling exchange 
for forward covering of purchases of sterling- 
area goods—an exact reversal of the condi- 
tions which prevailed immediately before 
devaluation. 


BRITAIN’S PAYMENTS SURPLUS 

At the end of 1950, the gold and dollar 
reserve of the sterling area had risen to $3,300 
million, compared with $1,688 million at the 
end of 1949. In the last quarter of the year 
there was an increase of $544 million, con- 
sisting of a surplus of $398 million and Marshall 
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Aid amounting to $146 million. The Treasury 
announcement confirmed that the forward 
purchasing of sterling mentioned above accoun- 
ted for a Jarge part of the surplus in the last 
quarter—probably over one-third. 

Figures to show how the United Kingdom 
(as distinct from the sterling area) fared in 
1950 in the effort to balance her dollar trade 
are available for the first six months only. 
The overall balance of payments of the United 
Kingdom showed a surplus of £52 million for 
the first half of 1950, compared with a deficit 
of £38 million for the whole of 1949; and it 
seems probable that in the second half of 1950 
the growth of exports and the increase in 
invisible earnings produced even better results 
than in the first half in respect of both our 
dollar balance and our overall balance. 

While therefore genuine progress was made 
in 1950, much of the gain both in the sterling 
area as a whole and in our own position was 
attributable to exceptional factors, the removal 
of which would leave us once again short of 
dollars. We need a much more substantial 
dollar reserve before any revaluation of the 
pound should be considered. 

The real test of our ability to earn our living 
in a competitive world has been postponed, 
not averted, by the present emergency, which 
has once again created “ sellers’ markets.”’ 


INTERNAL CONDITIONS 


Internal conditions in this country during 
1950 were more favourable than had been 
expected. The rise in the cost of imports due 
to devaluation was slower in reaching retail 
prices than forecasts had suggested. A large 


part of our increase in exports was provided 


by higher production; and we were thereby 
saved the feared reduction in the volume of 
consumer goods available at home. Personal 
incomes were kept fairly stable in accordance 
with the policy courageously initiated by Sir 
Statford Cripps. 

There must be a wider understanding that 
it is American charity that has enabled us for 
some years to live, as a nation, beyond our 
means. The national standard of living in 
future must be set by reference to the produc- 
tion index, rather than to the cost-of-living 
index. It will, in fact, be so set, whether we 
wish it or not. 

Industrial production did increase notably 
during 1950—at a much greater rate than was 
anticipated in the Government’s Economic 
Survey; but, by progress on both sides of 
industry, much more still can be achieved in 
this direction. Shortages of raw materials will 
check production in some industries in 1951; 
but recent reports from our branches all over 
the country refer to the under-manning of 
many industries. This under-manning and 
the needs of the Services should absorb any 
labour displaced by lack of raw materials. 
But the difficulty of persuading men displaced 
from one industry to take work in another is 
formidable, as is exemplified by the grave lack 
of manpower in the coal-mining industry. 

During the year demand in several lines of 
business was curtailed, and there was a wide- 


spread impression of there being “‘ less money 
about”, but in fact the explanation of this 
impression lies in the changed directions of 
demand. Statistics of retail trade show that 
as a result, no doubt, of higher prices and the 
greater selection of goods on offer in the shops, 
money was drawn away from entertainments 
and semi-luxuries and spent on essential goods, 
such as groceries, clothing, and house fur- 
nishings. The total amount spent by the 
public on their living expenses was probably 
greater than ever before. 


TAXATION INQUIRY 


The appointment of a strong Royal Com- 
mission under Lord Justice Cohen to inquire 
into the present system of direct taxation is a 
sign of a tardy recognition of the bearing of 
this matter on economic efficiency, although 
the exclusion of the level of taxation from the 
terms of reference makes the Commission’s 
task more difficult. The taxation of personal 
incomes is very steeply progressive over certain 
income ranges, and this often means that the 
extra reward for undertaking greater respon- 
sibility is seriously whittled down, especially 
for men in the highest posts in industry and 
commerce. 

The taxation of undistributed business 
profits probably seems to many people com- 
paratively harmless, and its pernicious effects 
are to some extent concealed so long as profits 
are high and the materials for re-equipment 
are scarce. But reserves which now appear 
large on paper may well prove inadequate 
when the opportunity comes for replacement 
and extension of plant and machinery. When 
so large a part of income goes in taxes, it is 
doubly important to have the best possible 
distribution of the load. 

It would seem that the only real contribu- 
tion that the private individual can make 
towards the lowering of the level of taxation 
is to kill the idea, which is by no means con- 
fined to the lower income groups, that “ the 
State will pay ’’’. We used to be told that the 
State purse was not inexhaustible; that is an 
understatement; the State purse does not 
exist. 


WASTE 


We need to get public opinion mobilised 
against waste. As an instance of waste, Lord 
Aldenham quotes figures of estimates and 
expenditure on the National Health Service, 
and says there may be waste in administering 
the Service; there is certainly waste in the 
use made of it by the public. No Government 
can provide the nation with an economical 
Health Service except with the co-operation 
of the individual. 

There is no doubt that we in this country 
face yet again the possibility of a great war. 
If the Dunkirk spirit can be roused in the 
nation throughout 1951, we can show all the 
freedom-loving nations that we are once again 
making ready to shoulder more than our fair 
share in the defence of liberty; and we may 
well be able to reach such a position of strength 
in twelve months’ time that we can look back 
and say, ‘‘ One more danger squarely met ”’. 
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MARTINS BANK 


LIMITED 


DISINFLATION THE RESPONSIBILITY 
OF GOVERNMENT AND CITIZENS 


STATEMENT OF MR. A. HAROLD BIBBY, 


D.S.0., 


HE one hundred and twentieth annual 
T genera meeting of members of Martins 

Bank Limited will be held at Head Office, 
Liverpool, on February 13, 1951. 


In his statement circulated to members, the 
chairman, Mr. A. Harold Bibby, D.S.O., D.L., 


writes : 


During the year changes have taken place 
both on the General Board and Local Boards 
of the bank 


It is my sad duty to refer to the passing in 
November last of Mr. J. H. B. Forster, D.L. 
He had served on the General and North 
Eastern Boards for 25 years and had been 
chairman of the latter Board since 1936. His 
great knowledge of industry in the North East 
was of inestimable value to the bank and we 
greatly deplore the loss. 


Mr. E. R. Bowring, who has served with 
distinction on the General Board since 1936 
and has been a deputy chairman since 1947, 
has reluctantly found it necessary to resign 
on his removal from Liverpool to London. I 
am happy to say that we shall not lose the 
benefit of his wise counsel as he has accepted 
a seat on the London Board. 


Mr. T. H. Naylor has succeeded him as a 
deputy chairman. 

Owing to advancing years, Mr. H. M. 
Walton has indicated that he is not seeking 
re-election at the forthcoming Annual Meeting. 
His association with the General and Man- 
chester Boards extends over a period of some 
thirty years and the directors record their high 
appreciation of his valued and unremitting 
services. 


Mr. J. A. Holt, M.B.E., has been elected to 
a seat on the General Board. Mr. Holt is 
chairman of the old-established Liverpool 


D.L. 


business of John Holt & Co. (Liverpool) Ltd. 
and we are glad to have his assistance. 


We are also pleased to welcome to our 
deliberations Sir William Gray, Bart., D.L., 
who is closely identified with the shipbuilding 
industry, being chairman of William Gray & 
Co. Ltd. of West Hartlepool. He has served 
on our North Eastern Board since 1a40 and 
has recently accepted the chairmanship of 
that Board. 


I also record with pleasure that the Hon. 
Angus D. Campbell, C.B.E., who comes to us 
from the Manchester Board with a high reputa- 
tion, has joined the General Board. 


Mr. P. Woodhouse has recently retired from 
the Manchester Board. He joined that Board 
in September, 1038, after signal service with 
the bank and its predecessors in the Manchester 
area in an executive capacity, a total service 
of fifty-nine years. We regret the loss of his 
valued co-operation. 


Mr. W. D'Arcy Madden, Air Vice-Marshal 
G. H. Ambler, C.B., C.B.E., A.F.C., D.L., and 
Mr. P. H. Muirhead have been elected to the 
Manchester, Leeds and North Eastern Boards, 
respectively. They have extensive interests 
and their advice will be of great value to their 
colleagues. These appointments will maintain 
the high standard of our Local Boards, upon 
the merits of which we lay much stress, not 
only from the bank’s standpoint, but also from 
the advantages accruing to customers through- 
out the country. 


CHIEF EXECUTIVE OFFICERS 


During the year Mr. James McKendrick, the 
chief executive officer of the bank, retired after 
an arduous and distinguished career extending 
through fifty years. Mr. C. J. Verity, hitherto 
deputy chief general manager, has succeeded 
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him as chief general manager and has been ap- 
pointed to a seat on the London Board Mr. M 
Conacher, formerly a joint general manager, 
has been made deputy chief general manager 
Both held many positions of responsi- 
bility and, having spent tl whole of their 
I bank, have wide experience 
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careers 
rf the 
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profit for the year 1s é which is 
25 higher than the previous year due to 
further expansion in our business generally 


32,895, 


lend of 15 per cent., it 


After paying the divi 
following allocations 


is proposed to mak 


Reserve for 


Premises Redemption 


contingt £250,000 


£125,000 
\s I mentioned last year, provision fo 
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sure 


Customers’ funds and other accounts now 
stand at £303,348,987, which is a small reduc- 
tion on last year’s figures. 

Advances at 474,809,980 are 
more than twelve months ago. 


£6,141,410 


Resultant changes in other assets are to be 
noted in the comparative figures given in the 
balance sheet. The ratio of our more liquid 
assets to deposits stands at 52.3 per cent., a 
high figure compared with a little more than a 
decade ago and reflects the nation’s floating 
debt carried substantially in the combined 
figures of the British banks 


Constant vigilance and a loyal regard 
primarily to the nation’s interests rather than 
to forced profit-making must be, and is, the 
watchword of the Board and the executive 
officers of the bank. Dis-inflation (not to be 
confused with deflation) is the responsibility of 
government and citizens alike 


The increase in advances is spread over all 
the fields of industry, commerce and agricul- 
ture and amongst the largest borrowers are 
some of the nationalised bodies. The banker 
has an onerous task in combining an anti- 
inflationary policy with the carrying of much 
risk attached to the greatly advanced 
cost of many of the primary commodities 
caused by world-wide conditions, including the 
Korean events, and this is daily brought home 


to us 


yf the 


The past year has, by elimination or partial 


elimination of some of the war-time com- 
modity-purchase controls, opened the door 
again to more enterprising buying and mer- 
chanting and has entailed new calls upon us 
for finance, not infrequently from customers 
of long standing whose former financial status 
has been jeopardised by heavy death duties, 
or from others who by reason of high taxation 
have not been able to build up their capital 
requirements to meet current needs. Old 
direct connections of our customers have been 
re-established and new ones vigorously sought; 
and practical experience dormant over a decade 
has had to be re-born and quickened at a pre- 
carious juncture. Here I pay tribute to the 
good work being done by the Government’s 
Export Credits Department in facilitating 
exports by sharing risks 


Our programme of steady expansion of 
branch representation throughout the country 
is subject to the limiting factor of obtaining 
building licences. 


The Executor and Trustee departments 
situated in the various districts of the bank 
continue to render their invaluable services 
and on an ever-increasing scale as the many 
advantages of a corporate body in a fiduciary 
capacity become a matter of general knowle dge 
and acceptance. 


The growing work of our Foreign branches is 
again a subject of comment and congratulation 
and I take this opportunity of recommending 
them to our friends needing advice on matters 
relating to international trade and finance or 
on foreign travel 


STAFF APPRECIATION 

From many contacts with branch managers 
and other members of the staff, I can speak 
with knowledge of their high quality and 
keenness for the good and advancement of the 
bank. I notice, with pleasure, that many are 
taking advanced eourses of study and so 
reaping the advantage of the offer of a sub- 
stantial contribution from the bank towards 
their expenses 


ECONOMIC PROBLEMS 


The serious occurrences in Korea confounded 
much of the hope the earlier part of 1950 
seemed to hold for the mitigation of some of 
the graver economic problems facing Europe, 
this country and elsewhere and we must be 
eternally grateful that our ally, the U.S.A., 
grasped the Korean situation with the same 
resolute vigour and determination she has 
previously shown in her efforts to resuscitate 
the world. 


Once more there is another twist to the 
inflationary spiral and methods of keeping it 
in some sort of control are exercising everyone’s 
attention 

Surely the basic truth, which has been stated 
so many times in varying degrees of emphasis, 
must be appreciated by all except those who 
apparently refuse to face up to the realities 
of the position. Wealth cannot be created just 
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by taking off the ticket on a pair of shoes 
valued at 42 and substituting one marked /3 


Similarly in the world of salaries and wages 
it is no possible solution to give an additional 
increase unless there is a corresponding increase 
in production. This, in the majority of cases, 
can be done without any increase in hours, by 
stepping up the output per hour, by giving full 
play to the ever-growing mechanisation of 
industry and by greater personal effort by 
each and every individual. 


It is no solution for one section of the com- 
munity which feels that it may be lagging 
behind other sections to claim and secure an 
advance, as this merely gives a very temporary 
easement by putting that section slightly ahead 
of their fellows who at once make a claim to 
restore the previous position. 


This method of advancement is short-lived 
for, when generally applied, it merely raises 
the costs of the goods or services and up goes 
the cost of living once more for everyone. 

The fallacy that must be exposed is that full 
employment can be guaranteed by spreading 
the job out over as many hands as possible 
and over as long a period as possible. To carry 
full employment to its logical conclusion in the 
face of diminishing foreign orders for ship- 
building, machinery, textiles and the multi- 
plicity of our products would mean direction 
and the movement from one area to another of 
labour to such an unpalatable degree as to be 
politically inexpedient whilst any spark of 
freedom pervades our constitution. I doubt 
whether all the implications are fully realised 
by the many who only see the advantages but 
close their eyes to the inevitable disruption in 
the private lives of others and maybe their own 


RESTRAINT IN WAGE CLAIMS 


In my annual report to shareholders last 
year, I ventured the belief that these problems 
7f inflationary effects and high costs of pro- 
duction could be overcome given certain co- 
operation and I commend to all the closing 
sentence in the Economic Survey for 1950, 
presented by the former Chancellor of the 
Exchequer to Parliament in March last, as 
follows: 


Reasonable restraint in our personal claims 
upon production, increased efficiency and 
lower costs in industry, the elimination of 
all waste in the private and public sectors of 
our economy alike, are the necessary price 
with which to attain our objectives of 
economic independence and improved stan- 
dards of living.” 


The new Chancellor has reiterated this state- 
ment of his predecessor with a plea for a 
general understanding in industry, and in the 
country generally, of the need for moderation 
in income claims, for a willingness to see the 
other man’s point of view and an appreciation 
that the pursuit of purely sectional interests 
m an irresponsible manner without regard to 
the effects on the rest of the country can be 
disastrous. 


his demand for continued restraint may 
appear to have lost some of its force in view 
of the almost spectacular improvement in the 
gold and dollar reserve position of the sterling 
area. This improvement is the outstandingly 
welcome feature of the year that has closed, 
but it should be remembered that the major 
contribution to betterment of the sterling 
group came from outside the United Kingdom, 
from the areas such as Malaya which have 
proved potent earners of dollars. If we here 
can preen ourselves it is on the buoyancy of 
our so-called invisible earnings, the importance 
of which tends to be overlooked. 


INVESTING ABROAD 


It is of particular significance that the 
improvement in our external sterling position 
should have come about by larger earnings 
from rubber, tin, wool, and such commodities, 
because these reflect the pioneer work in over- 
seas investment done by this country in the 
past. Our sacrifices in two great wars have 
rendered us incapable for the time being of 
investing overseas on the former scale, and it 
is essential that the lead in this respect should 
be taken by the one country capable of 
assuming the réle, namely, the United States. 
I am glad to note that a sense of this respon- 
sibility is very evident both in the pronounce- 
ments and policy of the leaders of that great 
country. 


GREATER PRODUCTIVITY NEEDED 


Nevertheless, I must conclude by reiterating 
my conviction that the persistence of inflation, 


world-wide in its incidence, is an occasion for 
the gravest disquiet and it cannot be too 
strongly emphasised that with continued high 
demand, intensified as it is by the requirements 
of rearmament, the remedy is greater and still 
greater productivity hand in hand with careful 
productive spending. In this country the 
national production had increased by 9 per 
cent. up to September last compared with the 
previous year, and this factor combined with 
the wide support given by the Trades Union 
Congress to the policy of wage restraint affords 
considerable satisfaction as a demonstration 
that higher reward can only follow on higher 
effort. 


The urgent need for greater productivity 
raises in acute form the problem of the supply 
of the necessary capital for trade and industry. 
I have already alluded to the increasing 
demands for working capital, demands of 
immediate concern to the banker, but the 
requirements for fixed capital are equally 
insistent. It is computed that each new arrival 
in Australia sets up a capital requirement of 
41,000 and I cannot believe that the corres- 
ponding figure in this country for capital per 
worker is much less. Our living standards are 
in direct relation to our capital resources, and 
these must be maintained, developed and 
expanded out of the savings of the community 
Can one doubt that the growth of capital is in 
surer hands when private thrift is encouraged 
and private enterprise carefully fostered ? 
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DISTRICT BANK 


INCREASE IN ADVANCES 


SIR THOMAS D. BARLOW ON THE 
OUTLOOK 


HE Chairman, Sir Thomas D. Barlow 
G.B.E., has circulated with the report 
and accounts his statement to the share- 
holders of District Bank Ltd., prior to the 
121st annual general meeting to be held on 
February 9 at the head office, Spring Gardens, 
Manchester. 

In the course of his statement the Chairman 
said : 

Deposits, now standing at £239,000,000, 
exceed last year’s record figure by 48,300,000. 
This increase, reflecting as it does the general 
trend of banking figures, is all too closely 
linked with the new phase of inflation. 

The more liquid items, Cash, Money at call 
and short notice and Bills of Exchange, are 
higher in total and in proportion to our deposit 
liabilities than they were last year. Under- 
lying this change is the increase in Treasury 
Bills which partly offsets the decline in the 
next item, Treasury Deposit Receipts. For 
yet another year the latter form of borrowing 
by the Government has been running at a 
lower level. 

There is an increase of over £10,000,000 in 
our Advances. A sharp upward movement 
occurred in the early part of the year when 
there was evidence that stocks were accumu- 
lating. Following the outbreak of the war in 
Korea, these dwindled and our Advances 
showed some reduction. The closing months 
of the year, however, have brought a change. 
Prospective shortages of commodities and com- 
ponents, rising prices and a general expansion 
of business have made additional demands on 
working capital, the full effect of which seems 
likely to be carried forward well into the 
present year. Meanwhile we are pleased to 
observe that our lendings are chiefly associated 
with trades which are actively engaged on work 
of national importance. 

The much larger figures for Liabilities of 
Customers for Acceptances, Confirmed Credits 
and other obligations are particularly pleasing, 
since they are principally due to the growing 
activities of customers engaged in overseas 
trade. 

As regards earnings, larger resources and 
increased Advances have helped to _ swell 
income, but against this have to be reckoned 
high taxation and rising working costs. After 
making the usual provisions, the Net Profit is 
£513,108 and, with the amount brought for- 
ward, we have a disposable balance of £826,424. 
Of this we propose to transfer £200,000 to our 
General Reserve and to allocate £50,000 to 
Reserve for Contingencies. After allowing for 
dividend payments at the same rate as formerly 
there remains a sum of £290,784 to be carried 
to the next account 


A YEAR OF CONTRASTS 

During the early part of last year there was 
considerable disappointment because devalua- 
tion was not having as beneficial an effect as 
had been anticipated. Despite the exchange 
advantage, export markets were becoming 
increasingly difficult and indications of a falling 
demand for consumer goods brought with 
them a loss of confidence and an expectation 
of lower prices. Under pressure of these 
events, which foreshadowed the return of a 
buyers’ market, it did seem possible that a 
certain amount of progress would be made in 
regard to disinflation and the tightening up of 
our economy. 

These hopes, however, were not realised, 
since the deterioration in trading conditions 
was arrested largely through the astonishing 
capacity of the American economy to resist 
the impact of a business recession. To what 
extent this resilience was due to the continued 
provision of Marshall Aid, and how much this 
policy helped to avert a general decline in 
world trade, it is difficult tosay. The outbreak 
of the Korean war was of such transcendent 
significance that such speculations cease to 
have any immediate value. Indeed the con- 
sequences of the war are already revealed in a 
manner which is all too familiar. Rearmament 
has transformed the scene and once again we 
are back to a sellers’ market. It might be 
thought that this would be a favourable oppor- 
tunity for the business world to plan well 
ahead, but the grave economic and political 
uncertainties which obscure the outlook make 
such a course quite impossible. 

A universal fear of inflation has encouraged 
internal consumption in many countries with 
substantial anticipatory buying by the general 
public both here and abroad. In addition a 
number of commodities are in short supply and 
their cost has risen alarmingly. The position 
of many producers is indeed unenviable. 
Every fresh purchase is on a higher level and 
the long and complex chain of operations 
which production now involves throws com- 
mitments forward to a degree which cannot be 
regarded without misgivings. The prospect of 
a recession in demand and a fall in prices 
sooner or later is not a pleasant one. 


SHORTAGES OF MATERIALS 


That the future course of world prices is so 
unpredictable greatly adds to our difficulties. 
Raw materials, already subject to an extra- 
ordinary demand because of the very high 
level of industrial activity throughout the 
world as well as non-commercial buying for 
strategic stockpiling, are becoming either unob- 
tainable or only procurable at exorbitant 
prices. In order to afford some amelioration 
steps are now being taken to ensure a wider 
distribution of essential materials. Neverthe- 
less, it seems likely that military demands will 
continue to absorb any surpluses and thus keep 
up an artificial level of prices. 

For our country in particular this problem 
looms large, since imported food and raw 
materials are so vital to our economy. It is, 
of course, circumstances such as these which 








make it so difficult for us to avoid further 
inflation, especially when we are confronted 
with a rising tide of expenditure on rearma- 
ment. Admittedly, external assistance may 
be afforded to us in the form of dollars, raw 
materials and components, but the main burden 
of our defence must of necessity be our 
responsibility. 


EFFECTS OF HIGH TAXATION 

In the absence of economies in other direc- 
tions, additional revenue will obviously be 
required. The renewed inflationary trend will 
automatically augment the flow of revenue 
but, to the extent that extra spending on 
defence exceeds this additional income, by so 
much will the load on the taxpayer be in- 
sreased. Further taxation to meet this deficit 
cannot, however, be accepted as the solution 
of future problems without having regard to 
our limited reserves of taxable capacity. 
Bearing in mind that so much of the nation’s 
income is already taxed away, a heavier burden 
can hardly be borne by current income and 
may have to be met largely out of savings. 
Thus, by its extra spending on defence, the 
Government would be actively creating fresh 
inflation. 

Beyond this, high taxation impedes pro- 
ductive effort at every turn. The authorities 


should avoid all unnecessary outlay on capital 
projects and thus restrain the ever-increasing 


RESOURCES 
Cash and Due from Banks 
U.S. Government Securi- 
ties Se 1,303 ,956,548.75 
U.S. Government Insured 
F.H.A. Mortgages = 
State and Municipal Bonds 
Stock of Federal Reserve 
Bank 
Other Securities ceil 
Loans, Bills Purchased 
and Bankers’ Acceptances 
Mortgages... ‘ 
Banking Houses 
Other Real Estate 
Customers’ Liability for 
Acceptances dead nightie 
Accrued Interest and Other 
Resources 


$818,188,456.59 


66,264,330.12 
43,640,413.56 


3,595 ,050.00 
21,720,592.89 


743,860,413.92 
14,151,669.73 
14,514,364.57 
260,994.84 


9,247,636.18 
6,138,789.90 


$2,772,539,261.05 


$2,140,000 was 








Government activities with their ugly offspring 
of directions, regulations, rules, orders and 
other interferences from whose coils, Laocoon 
like, we struggle to be free. 


A STABLE EXCHANGE 


rhe urgent need for implementing all possible 
measures to uphold our economy is not lessened 
by the noticeable improvement in our balance- 
of-payments position, since we should be un- 
wise to assume that certain contributory factors 
will continue to work in our favour. 

Having regard to future purchases whether 
for defence, export or domestic consumption, 
there is an obvious advantage in revaluing the 
pound. But against this there is the dis- 
advantage that revaluation would make our 
exports more expensive, although the need to 
increase our sales abroad would still remain. 

Much more practicable than the revaluation 
of sterling is that we should aim at freeing it 
from as many existing encumbrances as pos- 
sible. We should do this, not only because it 
is a desirable objective, but also because the 
more sterling can be pressed into use the 
better will be the prospects for our overseas 
trade. Greater freedom for sterling would, in 
addition, be a challenge to the rigidity of our 
economy. In particular some relaxation of 
Exchange Control would force upon us the 
long-term need for exports at competitive 
prices. 


MANUFACTURERS TRUST COMPANY 


NEW YORK 
Statement of Condition as at close of business December 31, 1950 


LIABILITIES 
$50,390,000.00 
69,444,000 .00 


Capital 

Surplus 
*Undivided 

Profits 29,936,865 .51 

—————_ $149,770,865.51 

Reserves for Taxes, Un- 
earned Discount, In- 
terest, etc. cuacsesseemess 12,856,488.25 
Dividend Payable January 
15, 1951 1,511,700.00 

Outstanding Acceptances . 10,451,692.84 

Liability as Endorsér on 
Acceptances and Foreign 
Bills . 

Cash Heid as Collateral or 
In Escrow 

Deposits 


3,162,738.26 


12,836,541.72 
2,581,949,234.47 


$2,772,539,261.05 


*An addition of $4,000,000 was made to Reserve for Bad Debts for 1950, of which 
transferred from Undivided Profits. 
$19,799,265.48 at the year end; neither the addition to the Reserve nor the total amount thereof 
has any relationship to current or anticipated losses. 
United States Government and Other Securities carried at $100,506,541.06 are pledged to 
ecure public funds and trust deposits and for other purposes as required or permitted by law. 
President: HENRY C. VON ELM. 
Principal Office: SS Broad Street, NEW YORK. 
106 BANKING OFFICES IN GREATER NEW YORK. 
European Representative Office: 1 CORNHILL, LONDON, E.C.3. 
Far Eastern Representative Office: NAKA 7 BUILDING, 3-CHOME, MARUNOUCHI, 
Incorporated with Limited Liability in U.S.A. 


The total Reserve for Bad Debts was 
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THE BANK OF 
AUSTRALASIA 


HON. G. Cc 
MERGER 


THE GIBBS ON THI 


PROPOSALS 


HE 117th annual general meeting of The 
Bank of Australasia was held in London 
on January 18. 

The Hon. G. C. Gibbs, C.M.G., the chairman 
presided, and, in the course of his speech, said 
Our balance-sheet total has now reached £171 
million, a 25 per cent. increase over last year’s 
total. Current, Deposit and other Accounts 
show the very large increase of nearly £30 
million There is an increase of £15,500,000 
in the Special Account with the Commonwealth 
Bank of Australia, which arises from a partial 
freezing of our increased deposits in Australia, 
and carries interest at the rate of half per cent 
per annum. If, in order to meet the essential 
needs of our customers, we have to borrow 
from the Commonwealth Bank the rate of 
interest charged is 34 per cent. per annum 

Our advances to customers have risen by 
nearly £6 million, in spite of our following 
closely the policy of the Commonwealth Bank 
of Australia in regard to advances. There is 
also a noteworthy rise of £400,000 or 40 per 
cent. in bank premises and sites. 

We have been able to increase the final 
dividend for the year from 5} per cent. to 64 
per cent., making 1o per cent. for the year, 
compared with the 9 per cent. for the past few 
vears 

PROJECTED MERGER WITH THE 
UNION BANK OF AUSTRALIA 

I now wish to refer to the proposed merger 
of The Bank of Australasia and The Union 
Bank of Australia Ltd. I would first like to 
tell you the objects the directors of the two 
banks have had in mind in planning the 
merger, which they are convinced is in the 
best interests of both shareholders and cus- 
tomers. The formation of a larger and, there- 
fore, an even stronger bank possessing highly 
organised international connections will create 
an organisation particularly well equipped to 
meet the future requirements of expanding 
trade and industry and to provide still more 
cqmprehensive and competitive banking ser 
vices for the Australian and New Zealand 
communities 

The banking facilities which the new bank 
will be able to offer its customers will be more 
widespread than either your bank or the 
Union Bank would be capable of providing 
alone, while the existing policy of the two 
banks in opening branches in growing areas 
will be capable of acceleration out of the 
combined resources of the new bank. 

COMPETITION 

Competition between the Trading Banks in 
Australia and New Zealand is strong though 
friendly, and your directors welcome it as 
providing an incentive to all of us to provide 
the best possible banking services to the com- 
munity. The threatened elimination of com- 
petition by the creation of a Government 
monopoly was indeed a predominant reason 


which led your directors, in common with the 
other Trading Banks in Australia, to oppose so 
strongly the proposal of the Commonwealth 
Government in 1947 and 1948 to nationalise 
the Trading Banks in Australia 

Your directors, however, and the directors 
of the Union Bank are convinced that the 
proposed merger of their two undertakings wil] 
leave competition in the banking world in 
Australia and New Zealand undiminished. The 
creation of a new bank with resources twice as 
large as your bank and the Union Bank 
individually possess will make for even greater 
value to the public 


CAPITAL OF NEW BANK 

Although full particulars of the proposed 
merger are being circulated to shareholders, | 
would like to take this opportunity of outlining 
to you the scheme by which your directors 
and the directors of the Union Bank propose 
to carry it into effect with the approval of the 
shareholders and the sanction of the English 
court. 

First of all, I would tell you that the name 
of the new bank into which it is proposed that 
your bank and the Union Bank will be merged 
is to be “‘ Australia and New Zealand Bank Ltd.” 

It is proposed that the Australia and New 
Zealand Bank Limited shall have an authorised 
capital of £17,000,000 divided into 8,500,000 
shares of £2 each, credited as £1 paid. The 
paid-up capital of the new bank will, therefore, 
be equal to the aggregate of the paid-up capital 
of the two merging banks and, before the shares 
in the new bank are allotted and issued to you 
and to the Union Bank shareholders, the un- 
called liability of £1 per share will be converted 
into reserve liability. 

TRANSFER OF SHARES 

It is therefore proposed that each proprietor 
of the Bank of Australasia will receive five 
shares of the new bank of £2 each, £1 paid, for 
each £5 share held by him in The Bank of 
Australasia, and each Union Bank shareholder 
will receive similarly five such shares of the 
new bank of £2 each, £1 paid, in exchange for 
every Union Bank share of £15 each, £5 paid, 
held by him 

This proposal is supported by the joint 
report of The Bank of Australasia’s auditors, 
Messrs. Deloitte, Plender, Griffiths & Co., and 
those of the Union Bank, Messrs. Whinney, 
Smith & Whinney, who, after a recent examina- 
tion of the figures of both banks, have arrived 
at the conclusion that the basis of the merger 
is a fair one 

The merger will be presented as a scheme of 
arrangement and amalgamation under the 
English Companies Act, for the merger of the 
undertakings of your bank and of the Union 
Bank in the new bank which will acquire the 
whole of the issued share capitals and will 
take over the assets and liabilities of the two 
merging banks. 

To complete the merger, the assets and 
liabilities of The Bank of Australasia and of 
The Union Bank will be transferred to the 
new bank, which will carry on the combined 
businesses, and in due course the two existing 
banks will be dissolved. 

The report was adopted. 
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UNION BANK OF 
AUSTRALIA 


MAXWELL ON THE MERGER 


HE one undred and thirteenth annual 

seneral meeting of The Union Bank of 

Australia Limited was held in London on 
January I5 


Colonel A. T. Maxwell, the chairman, in the 
course of his speech, said: The Balance Sheet 
totals are again substantially greater than 
those for the previous year. The item Deposits, 
Bills Pavable, etc., shows a remarkable increase 


of £28,500,000, which is a reflection not only 


of all-round increase in our business, but also 
of the increased amount of activity in Australia 
and New Zealand 


Turning now the assets side, the move 
t 


ment in the total of Coin, Bullion, Notes and 
Cash at Bankers has been moderate despite 
the large increase in deposits. On the other 
hand, the Special Deposit with the Common- 
wealth Bank at 447,892,000 1s 415,500,000 
higher than a year ago, and results from a 
partial freezing of the increased assets arising 
from the upward movement in deposits in 
Australia. The requirements of our customers 
have led to an increase of some £10,000,000 in 
our advances 


PROJECTED MERGER WITH THE 
BANK OF AUSTRALASIA 


I now refer to the proposed merger The 
Bank of Australasia are issuing circulars to 
their Shareholders, advising them of a Scheme 
of Arrangement and Amalgamation under the 
English Companies Act which is to be pre- 
sented for the merger of these two concerns 
into a new Bank 


We have been notified by the Bank of 
England that His Majesty’s Treasury has no 
objection to the proposed merger, and the 
approval of the Government of New Zealand 
has been received The consent of the 
Treasurer of the Commonwealth of Australia, 
which is required under Australian banking 
legislation, has also been given upon the 
recommendation of the Governor of the 
Commonwealth Bank. The approval of the 
Capital Issues Committee in London is being 
sought 


CAPITALISATION OF NEW BANK 


The name of the new Bank into which it is 
proposed that the Union Bank and The Bank 
of Australasia will be merged is to be ‘“‘ Australia 
and New Zealand Bank Limited.” It is 
proposed that the Australia and New Zealand 
Bank Limited shall have an authorised capital 


of £17,000,000 divided into 8,500,000 shares 
of £2 each, credited as {1 paid. The paid up 
capital of the new Bank will, therefore, be 
equal to the aggregate of the paid up capital 
f the two merging Banks, and before the 
shares in the new Bank are allotted and issued 
to you and to The Bank of Australasia Share- 
holders, the uncalled liability of £1 per share 
will be converted into reserve liability, i.e. 
into capital callable ‘only in the event of the 
new Bank being wound up. 


It is proposed that each Union Bank 
Shareholder will receive five shares of the new 
Bank of £2 each, ¢1 paid, for every Union 
share of £15 each, 45 paid, held by him, and 
each Australasia Shareholder will similarly 
receive five such shares of the new Bank in 
exchange for each £5 share held by him in 
The Bank of Australasia. 


Separate meetings of the Union Bank share- 
holders and of The Bank of Australasia Share- 
holders will be held on February 16 to consider 
and, if thought fit, to approve the Scheme 
If the Shareholders of both Banks approve the 
Scheme by the requisite majorities it will then 
have to be submitted to the English Court 
for its sanction 


If'- these requirements are fulfilled, the 
Scheme will become binding on the two Banks 
and their Shareholders, the new Bank will be 
incorporated and shortly afterwards, pursuant 
to the Scheme, your Directors will appoint a 
nominee to transfer your shares to the new 
Bank in exchange for the shares in the new 
Bank which are to be issued to you. You will 
then receive share certificates in the new 
Bank in exchange for the surrender of the 
share certificates you now hold. 


To complete the merger, the assets and 
liabilities of the Union Bank and of The Bank 
of Australasia will be transferred to the new 
Bank which will carry on the combined 
businesses and in due course the two existing 
Banks will be dissolved. I am glad to be able 
to inform you that we have been advised that 
under existing legislation the merger will not 
impose any additional liability to tax on the 
shareholders, whether in the United Kingdom 
or in Australia or New Zealand. 


In connection with the merger, I must also 
refer to the very important subject of its effect 
upon the statfs.- The Directors have kept con- 
stantly in mind the principle that the staffs 
shall in no way be prejudiced, and you will be 
glad to know that the Directors of the two 
banks have given assurances to their staffs 
that there will be fair and equal treatment 
with regard .to salaries and emoluments, 
opportunities and appointments, and that their 
pension rights and continuity of employment 
will be preserved. 

In concluding my remarks with regard to 
the merger, I would only say that your Board 
and the Directors of The Bank of Australasia 
have no hesitation in recommending it to their 
Shareholders for approval and, subject to such 
approval, in submitting the Scheme to the 
English Court for its sanctioh. 


The report and accounts were adopted. 
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A kangaroo is all very well... 
OX Za 


fy but a prospective settler, a trader or 
traveller wants more information 
about Australia than the fact that it is 
the continent from which kangaroos 
fod ome: Current information con- 
4-9 all aspects of life in Australia 
_. and New Zealand is always available 
at the Bank of Australasia. Our 
- booklet, “The Answers To Your 
Questions ”, may be obtained trom 
the Bank on request. It contains 
not only information concerning the 
commercial world but also more 
personal details about life in these 
two Dominions. 


THE BANK OF AUSTRALASIA 
(Incorporated by Royal Charter 1835 
MANAGER: G. C. COWAN 
Head Office: 4 Threadneedle Street, London, E.C.2 
Strand Branch: 263 Strand, London, W.C.2. 


MARTINS BANK 


LIMITED 
STATEMENT OF ACCOUNTS, 3ist December, 1950 


LIABILITIES 


£4,160,042 


Capital paid up 4,260,042 


Reserve Fund , 
Current, deposit and other accounts (including Profit ‘and Loss 
Account) 303,741,647 


Acceptances and engagements on account of customers esp 29,892,128 


£342,053,859 
ASSETS 

Cash in hand and at Bank of England ° ee £24,584,821 

Balances with, and cheques in course of collection « on other 
banks in the British Isies _ sous aa pee 16,732,148 
Money at call and at short notice... son be bar 38,745,251 
Balances with banks abroad ... a pins roe 7 601,777 
Treasury Bills ... oie ; ae wii a 52,900,000 
Treasury Deposit Receipts ; pa oa am wis 22,000,000 
Bills discounted ‘ ‘ ‘ de me : 3,425,327 
Investments ons vere ed ‘ 74,531,115 
Advances to customers ‘and other accounts eee pe ae 74,809,980 
Trade Investments abe ei eae we ae ; 427,387 
Bank Premises ... iu 3,403,925 
Liability of customers for acceptances ‘and engagements aa 29,892,128 


“£342,053,859 


LONDON DISTRICT OFFICE : 68 LOMBARD STREET, E.C.3. 
HEAD OFFICE: WATER STREET, LIVERPOOL, 2 








